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Tuesday, 
vuly 15, 1958, 


---On resuming at 10.00 a.m. 
submission of the 


CANADIAN COMMERCIAL 
COAL DOCK OPERATORS! ASSOCIATION 


APPEARANCES: 
Mr. Kenneth C. Culham - President, Canadian 
Commercial Coal Dock 
Operators! Association 
Mr. Hob. Wyatt - Vice-President - Traffic 


Rochester and Pittsburgh 
Coal Co. (Canada) Lid., 
Toronto 
Prof. Leonard C. Macgregor - Department of 
Political Economy, 
University of Toronto 
THE CHAIRMAN: The Commission will now 
resume its hearings, Meer acpi o? 
MR. (PATTIGUO: Thank you; -Mry chairman, 
Mr. Chairman, today we are going to commence with 
the submission of the Canadian Commercial Coal Dock 
Operators! Association which has been filed with us 
and which I am asking be marked M-15-1. There is a 
revision to the submission as filed which has just 
been handed about and which I propose be marked as 
Nelo. « 
Mew Culham sisrcoine.tovlead,. tor his group, 
and he will introduce the other members of it. 


MR. CULHAM: Mr, Chairman, Commissioners, 
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my name is Kenneth C. Culham. I am employed by 

the Empire Hanna Coal Division of the Empire 

Hanna Company, and I am president of the Empire Hanna 
Coal Division, T-nave with me on my right 

Professor Donald C. Macgregor of the Department 

of Polluical EHeoncomy of the University of Toronto, 
and on my left is Mr. H.L. Wyatt, Vice-President, 
Traffic, Rochester and Pittsburgh Coal Company 
(Canada) Limited, Toronto. 

I hope later to be able to have the benefit 
of. Mr. George P. Cooper, Vice-President of the 
Empire. Hanna Division;' he is not here yet. 

THis Suphiesion vs made on behalf “or the 
Canadian Commercial Coal Dock Operators! Association. 
Our members, as suppliers of the main form of 
industrial fuel used in Central Canada, welcome 
the opportunity of being represented before your 
Royal Commission and beg to offer this submission 


4 


under clauses (b), (c) and (e) of your terms of 
reference, 

Miiierrohe Association's member Tirms are 
engaged in operating docks for the storage and 
distribution of water-borne bituminous coal, their 
field of operation being the Great Lakes and con~ 
necting waters from Fort William to Montreal. 

We do not wish to burden the record with 


well-known facts about the enormous reserves of 


coal south of the Great Lakes, their quality and 
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Conk 


variety, or their comparative nearness to Central 
Canada's market, fundamental though these are to 
the economics of our fuel supply. Nor does it seem 
necessary to elaborate on the arrangements for 
transport, storage and distribution of coal except 
ap ney, Dear On the present problem.c Data onvall 


these matters were presented in a numberof sub- 


missions before the Royal Commission on Coal in 

1945 and were supplemented by inquiries undertaken 
by that Commission's research staff, the whole 

being digested in the Commission's Report. For your 
convenience, however, we attach an appendix giving 

a Wasiaror “Che wariter! submissions. imiWPart” Avand 
reproducing some. of the descriptive passages in full 
DHMP Sic Be We also append a list of our present 


~ 


membership in Part Cc. 
To avoid misunderstanding we wish to say 
at the outset that we specialize almost entirely in 
bituminous coal and are therefore concerned primarily 
with fuel destined for boiler use, for metallurgy 
and other industrial purposes. 
In this submission we deal mainly with 
the consequences of selling natural gas, at rates 
below average cost, for use under steam boilers. 
We are especially concerned with sales of gas on 
an interruptible basis, and with firm gas offered 
to industry on a seasonal basis during the six or 


eight warmer months of the year. These two kinds 
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OC VOerVicennave Deen reterred to. ina recent 
article by Mr. Charles Coates, the President of 
Trans-Canada Pipe Lines Ltd., as “off-season dump 
gas" (Financial Times, London, 24 February, 1958, 
Supplement on Canada, p.41). We believe that 
these types of service, if offered on the scale 
anticipated, will have adverse consequences for 
many .arece uisers! of .bituminmous: coal. 

Ii. TOTAL CONSUMPTION OF FUEL ENERGY AND 
THE PREDICTED DIVERSION TO GAS. 

The. recent di ndusteial. consumptvionyor 
fuel energy in Ontario and Quebec, as provided from 
€0al Ano jodi. Showm in Table dinwiPart Lwof, the 
table shows. thate.in 1954 the total. industrial 
energy consumption by way of coal and oil in 
Ontario and Quebec (expressed in units of MMM B,t.u.) 
was some 395,000 units. Of this total almost 
300,000 units or 75.8% were provided by coal and 
some 5. 000) Vind se) OR We, 27n_ byecil, \eThis jas ihe 
consumption in the somewhat depressed year of 1954. 
Two years later, in 1956, the corresponding in- 
duetrialaconsumpsion,of fuel energy had risen by one~’ 
fourth, Po 496,000. units... Of thas targeratoral some 
364,500 units were provided by coal, or 73.2%, and 
135,500 ,unies..0or-26.0% by oil. 

The lower part of the table, marked Part II, 
gives the experience of Ontario and Quebec separately, 


showing the preponderance of coal in Ontario and 
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TORONTO, ONTARIO (ooe 
Ol, Olli “Que Dec’, tie COrresponalne cduantipies in 
the customary units of net tons and barrels are also 
SHoWwn ~~ ang tf iinter ject here, that the missing 
figures on Table 1, Part Il, were supplied belatedly 
by the Dominion Coal Board. We have those figures, 
and, rather than put them into the record, we would 
suggest we make them available to the Commission 
because there are also included some revisions of 
the 1954 figures. 


My MPerce eon laole I wil “pe Seomnd » Stor 


eOmperteon, Trans-Canada's forecast of the disvriputors' 


natural gas sales'to industrial consumers only, taken 
from its Exhibit ©. The table shows a forecast of 
i20 fio una te: (MMM Bt su.) of gas to be sold. to 
industry in 1962-63. This represents a very large 
amount or energy; no.less thanijie/ per cent of the 
498,000 units (approximately) derived by industry from 
both coal and oil for 1956. When compared with coal 
alone, theses 130,746 units amount to 57 1/2 per 
cent of the energy derived by industry from bituminous 
coal in 1956. They are the equivalent of some 
BO005,000 ons cr coal, 

We recognize the imperfections of a 
comparison between the actual total for 1956 and 
a forecast for 1962-65. A more logical method, 
though more difficult and conjectural, would 
compare the forecasts of industrial gas sales in 


the 1960's with corresponding forecasts for coal 
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and oil, on the assumption that no western gas 

was being used. Such a comparison would recognize 

that, as total energy consumption probably will 

have grown by 1963, the proportionate displacement of co 
and oil owing to substitution of 137,000 units of gas 
would amount to a corresponding smaller proportion 


of the total at that time (i.e. less than 37 1/2 


per cent) -- and I interject here for the record 
that of this total indicated by Trans-Canada there 
are some 72,000 units scheduled to be destined for 
interruptible use which we feel is synonymous with 
boiler fuel use, being comparable to 3 miliion tons 


of boiler fuel. 


TAGE, PARTS: Ly wie and LiL 


| PART I INDUSTRIAL FUEL CONSUMPTION 
| IN ONTARIO AND QUEBEC 


MMM - 1,000,000, 000 
COAL AND OIL 


Actual Industrial Consumption 


MMM Betws 
YEAR COAL OIL TOTAL 
fos 299,675 95, 626 395,908 
1956 364 ,500K 133,500n% 498,000 


sec Sc esaresornsppesesimseepslsas iio eso och eis tas cto a AAA AP A PEE A OPTED ALS GLAAD DODO LAAT, 


(a) C.L. O'Brian et al: Energy in Eastern Canada. 
Offprint from Trans., €.1.M.M., 1955, vole DVEitr. 
Oe 6 nos 
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PARE 2 DETAILS OF COAL AND OIL: 
BY PROVINCES AND IN TONS 
AND BARRELS 


COAL OLG 
MMM Tons MMM Bolas. 


Bro, (net ) Bross (25 cea len, 


1954 

Oncarie 215,207 §o,240,000 45,251 7, 7987000 
Quebec Sigg oo + 55150, 000 450,595" 085689, 000 
POTATO POO. oy>: 11,970,000. 95,626 “16,487,000 


1956 

Ontario 

Quebec a 

TOTAL 304, 5008 13,500, O0OOk 133,500 23,000, 000K 


RK approximate figure 


b 
PARTY ILL FORECASTS FOR NATURAL cas ) 
Anticipated Industrial Sales by 
Trans-Canada Pipe Lines 
MMM B.t.u. = MMcf. 
YEAR OF Interruptible Firm ivauw. Be 
FORECAST Gas Gas industrial 
1960-61 eae, 52,4904 CEOS ipg wile, 
1962-63 eg o45 64, 403 Verne ie 
1967-68 106,436 92, 699 a ee pe 
1972-735 157, O44 132411 Pele NS 


(b) Submission of Trans-Canada Pipe Lines, 

Penipit Gy peerings, pr 1907p eebpseeIieoD: 
The comparison must also recognize, however, that 
py 1963 the pipeline can be made to deliver apprecia- 
bly more gas than the amount stated in rans 
Canada's forecast. 

We recognize that natural gas will dis- 

place oil as well as coal in the industrial market. 
To the extent that this happens, and that Trans- 


Canada's forecast is not exceeded, somewhat less 
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coal may be displaced than the 5,065,000 tons 
already Mentioned. We are not in a good position 
to estimate the consequences of oil, but we believe 
that whatever the role of oil in the readjustment, 
the main outlines of the development are fairly 
Croats a great part of the summer market for coal 
may be lost to interruptible and seasonal gas for 
quite a number of years. 

It goes without saying that this would be 
unfortunate for the members of our association and 
particularly for their employees. We have not come 
before this Royal Commission to bewail our lot, 
however, but rather to point out the consequences 
for our customers and for the community as a whole. 

TO assiscu im interpreting phe Tirst tabile 
we add a second, marked Table II, showing the 
seasonal fluctuation in industrial coal consumption 
auring 1957 im Ontario. anc Quebec. combined.) The cable 
shows that industrial consumption is fairly well 
maintained during the six warmer months of the year. 
it is®@the prospective loss of 4 considerable part,or 
this warm-weather tonnage, combined with the problem 
of still being expected to satisfy a full winter 
demand, which is our main concern. In effect we are 
being asked to operate at an annual load factor in the 
neighbourhood of 50 to 60 per cent, with much the same 
peak load as before and with the same public respon- 


sibilities, so that natural gas can operate at its 
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objective of a 90-95 per cent load factor con- 


tTnucusly throushout. the year. 


TABLE II 
CONSUMPTION OF COAL AND COKE BY INDUSTRIAL CONSUMERS, 
ONTARTO AND guepec,1957!2? 
Short Tons 


January PAsos,, V4 
February 1,260,073 


March 1,312,533 

April 1,198, 342 

May IGE Se ) 

June 90351275) 4 months ) 6 months 
July 932,743) June - September:) May - October: 
August Ob DS2) ths86h nk 79) tons ) 6,096,193 tons 
September GOT FOL? ) 28.6% of AS eae 
October E119 POS wyearhs total ) year's total 


November 1,134,234 
December 1,128,628 


Less 6 

warmest 

months 6,096,193 
Winter 


months - 7,401,961 
Source: Coal and Coke Statistics (monthly) Ottawa, 


Dominion Bureau of Statistics 


(1) Refers to manufacturing and other industrial es- 
tablishments using more than 500 tons Of eoalaper 
annum. Does not include public buildings, office 
buildings, schools, hospitals or other institutions. 

TII. COMPETITION FROM SUMMER GAS 

WILL LEAD TO HIGHER COAL PRICES AND INDIRECTLY 

TO HIGHER GAS PRICES. 


For reasons now to be given, we ant leirpeae 


thatsales of “off-season dump gas" on the intended 
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scale will inevitably raise the price of coal, and 
will indirectly lead before long to higher prices 
or natural gas. These unfavourable results will 
be felt particularly in the smaller centres and 

in the adjacent areas row served by truck, Of 
forty-seven ports having one or more coal docks 
between Cornwall and Fort William, thirty are the 
site mainly of small or moderate-sized operations. 
Sixteen ports accounted for an approximate turnover 
OF Viera: vom 50,000) tons in 2957, six ports for 

SO COCs ee 100,000 tons and eieht., for 100,000. to 
200,000 tons (G.P. Cooper and W.dJ. Moroz, Jr., 
Canadian Mining and Metallurgical Bulletin, 
January 1958, pp. 25-31). 

The anticipated loss of tonnage to gas 
is dikeiy Go result in the disappearance of 2 number 
of the coal docks in these smaller places, leaving 
them and the adjacent area without a single operating 
coal dock to assure a continuing winter supply of low- 
SOS oat. 

If water-borne shipments are not available, 
coal can of course be brought into an area by land. 
This ordinarily involves a substantial increase in 
freight costs, however, and gives rise to storage 
problems or the danger of interrupted supplies or 
both worether. One way or another the supply of 
coal will of necessity become dearer in most places, 


and less certain everywhere, if the docks disappear. 
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The disappearance of the docks would 
follow naturally from the economics of the coal 
dock business. Most of the costs of operation are 
fixed or constant rather than variable, as the 
Royal Commission on Coal described in 1946 on 
page 364 of its Report: 

"The principal operating costs of a dock are rent, 
taxes, labour, insurance, depreciation on 
equipment, maintenance and repair and such 
miscellaneous expenses as power, light, tools, 
etcetera, and there are of course general 
supervision and maintenance expenses. The 
majority of these expenses are fixed and bear 
little relation to the tonnage handled. If a 


dock can operate for an expense of say 60 


Gente per ton on 150/000 tons, 30 is probable 
that this would be closer to $1.00 per ton 
if the tonnage should drop to 30,000 or 
90,000 tons." 

In the case of the smaller coal docks, 
which are those in question, the minimum economic 
shipment of water-borne coal in self-unloading 
vessels is also a factor. Por ports on the open 
lake the minimum shipment is 2,500 tons and there 
is a further economy in using vessels of larger 
capacity, fully laden, where harbour conditions 
permit. It is true that for a number or places 


located at some distance from deep water (such as 
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Chatham and Napanee) the advantage of placing 
cone coalvsone miles anland justifies the use of 
Smaller shipments than would otherwise be economical, 
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If the annual tonnage stored and 
moved over a dock falls to the point where it can- 
not support the dock's level of constant costs, 
the dock must either raise its charges, curtail 
the whole scale of the enterprise to reduce the 
constant costs (if that is possible), or go out of 
business, There are limits, moreover, to how 
far the contraction in scale of operations can go, 
There is a substantial minimum of personnel and 
facilities for even the smallest coal dock enter- 
prise. Also there must be enough tonnage to 
justify consigning a Self-unloading vessel with the 
minimum cargo, as just mentioned. In other words, 
both the dock establishments and the incoming ves- 
Sels must be of substantial size and must operate 
at a rather high load factor, in order to be 
economical, All branches of energy Supply are 
large scale operations and a fall in the load factor, 
in the coal dock business as in natural gas and 
electric power, can convert a sound enterprise 
into a failure. 

To illustrate the effect of the constant 
costs inherent in a coal dock operation, an analysis 
has been prepared for three separate coal docks 
under a single management, showing the levels of 
cost for handling various tonnages, apart from 
head office and selling expenses. Details of the 


analyses are presented in the Appendix, Part D. 
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Tonnage 
20,000 

40,000 

60, 000 

80, 000 
105, 000 
140, 000 
170,000 


210,000 


(393 


The final results, expressed in costs per ton 
for dock handling only, are as follows: 


Average cost per ton handled 


Dock Dock Dock 
A B C 
by! duet el a 

© 93 

.86 207 

67 56 

oD 

yy ols" 
VA 
a LO 
Se 


From this it will be seen that a re- 
duction to an annual load factor of about 50 
per cent, as a result of business lost to off- 
season dumped gas, would lead to an increase of 
from 50 to 75 per cent in the per ton cost of 
handling coal over the docks. 

Our estimate of the outlook in smaller 
places, then, is that we do not anticipate that 
many of the docks can continue to operate on the 
basis of their present handling charges if their 
tonnage is seriously reduced. Their constant 
costs are already very close to the minimum and 
they will be compelled either to raise their 


charges per ton or go out of business. We 
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believe that either of these outcomes, dearer 
coal or no coal, would be against the interests 
of consumers generally. 

The effect on fuel costs in such 
areas will not be confined to higher costs for 
coal, for the suppliers of interruptible gas 
can soon secure higher gas rates if the price 
of coal or oil rises. In some cases we are 
informed that the contracts for gas even pro- 
vide for an automatic increase in rates if other 
fuels rise in price. It follows that if the 
natural gas distributors succeed in driving 
either coal or oil to a less economic basis, 
gas can reap the double advantage of larger 
sales and higher prices, It can do so, more- 
over, although still remaining as the supplier 
of only a part-time service to industry. 

We now turn to the results in the 
larger centres. Since there are several 
commercial coal docks in almost every large 
port, a marked reduction in annual tonnage is 
likely to lead to a reduction in the number and 
size of the remaining docks but not to their 
complete disappearance. 

At first sight such an adjustment 
might seem of no consequence to consumers, pro- 
vided the surviving docks were of average 


capacity and efficiency. Further consideration 
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will show, however, that even in the larger 
centres the dock-handling costs cannot be kept 

down at the present levels if most of the 
summer tonnage is lost and if, at the same time 
enough facilities are maintained for handling 
the heavy winter requirements. In the winter 
months, it will be recalled, not much gas is to 
be available for industry since in those months 
it will be sold to residential consumers at 
about three times the industrial price. 

The following example, which is 
necessarily expressed in conjectural figures, 
will serve as an illustration, If the industrial 
consumption of coal in the warmest six months of 
the year were reduced by 60 per cent, and if in 
the coldest six months of the year it were re- 
duced by 20 per cent, the combined decline over 
a year would amount to a little under 40 per 
cent. In response to this decline we would 
expect a contraction in dock facilities of from 
35 to 45 per cent, or say 40 per cent. Such a 
contraction would not leave enough storage space 
to satisfy winter needs for coal which, in view 
of the seasonal character of the gas supply, is 
assumed to have fallen no more than 20 per cent. 
More specifically, a contraction in dock storage 
of 4O per cent accompanied by a contraction of 


only 20 per cent in winter consumption implies 
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the bringing of one-fourth of the winter coal 
requirement by rail, while a contraction in 
dock storage of 45 per cent implies bringing 
almost one-third by rail. It may be added 
that full use of dock storage capacity has 
been assumed in each situation mentioned, 

At a first reading the foregoing 
analysis might seem too conjectural to carry 
great weight. It may be restated in broad 
terms as follows: if sales of "off-season 
dump gas" are to cut the coal market down to 
less than one-half during six months of the 
year, as Trans-Canada's forecast implies, the 
coal dock operators could not possibly afford to 
occupy the same area of land they do today 
unless this were made possible by higher dock 
charges (which under prevailing competition with 
other fuel it might not be prudent to impose) 
or by a public subsidy. And if they cannot 
afford to occupy the land, they cannot store the 
coal for winter use. 

At this point we should add that some 
of our industrial customers place as much stress 
upon the certainty and all-round economy of 
stockpiles on the coal docks, as upon the prices 
of the coal supplied. Our service is certain 
because of our large stockpiles, which at the 


close of navigation amount to about half-a-year's 
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consumption, Also our service is eccnomical 
because it saves the cost of providing space 
for storage, as well as the other costs of 
maintaining and handling a private stock of 
fuel. 

Unfavourable results for the consumer 
might also be expected in the delivery end of 
the business. If the specialized motor trucks 
required for efficient delivery of industrial 
coal were to be idle for a considerable part 
of the year, they would require, when in action, 
a higher charge per ton of coal moved. There 
would also be labour problems associated with 
the less regular employment offered and it 
would undoubtedly be necessary to resort to 
less capacious and hence less efficient all- 
purpose trucks that could be diverted to the 
building trades in the warmer months. In this 
way the unfavourable impact of a lower load 
factor in coal delivery could be reduced, but 
it is certain that it could not be overcome. 

All in all then, we anticipate that in 
the larger centres as in the small the added 
competition offered by interruptible and seasonal 
gas will have the paradoxical result of raising 
the prices of bituminous coal and ultimately of 


gas itself. 
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IV. EVENTUALLY THE DUMPING OF GAS SHOULD DIMINISH 
BUT IN THE MEANTIME MANY COAL DOCKS WILL HAVE 


BEEN IRREVOCABLY TURNED TO OTHER USES: Teeoat 
docks are driven out of business and if, as 
American experience suggests, the supply of 
interruptible gas rises in price after several 
years, coal will once more be required on a 
year-round basis by those who have been using 
boiler gas seasonally. It might be thought that 
resumption of year-round demand for boiler fuel 
would automatically lead to a restoration of 
dock-side coal handling on the same basis as to- 
day. Eventually this would probably happen, but 
in the meantime the dock structures may have 
disintegrated or the storage space may have 
been built upon. These conditions would greatly 
increase the cost of starting a new enterprise and 
delay or prevent the reappearance of low-cost 
coal supplies, the more so as there are few 
waterfront properties with suitable deep-water 
dockage alongside. Qur view is that if coal 
docks disappear in small ports, some of the docks 
may never be re-established, thereby putting 
such ports at a competitive disadvantage, LOR Ses 
time, asa, Location for. industry. 

The cessation of coal dock service 
would work a hardship on large users of coal who 


have designed their plant on the assumption that 
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economical stockpiles will be maintained in 

the nearest harbour. These consumers, though 
they sometimes have a railway siding, are not 
always able to accommodate on their own premises 
the rather large private stockpiles advisable 
for those who depend on rail shipment of bulk 
orders. 

Mor serious results would be felt by 
industrial plants established at some distance 
from railway tracks. Such firms have hitherto 
been assured of continuous and economical bulk 
shipments from a nearby coal dock, and this 
is one of the factors which has enabled them 
to dispense with a location on the railway. 

If coal docks cease to operate, it goes without 
Saying that the gap between the railway and such 
plants can be bridged, and that storage places 
can be fougd, but the new arrangements will 

as a rule involve a considerable increase in 
costs per ton for freight, for storage, and in 
all probability for handling. 

The future of the large railway coal 
docks, which have played an important role in 
Ontario's largest export industries, deserves 
mention at this point. The recent closing of 
the big C.P.R. undertaking at Britt on Georgian 
Bay is of course justified by the reduced rail- 


way coal consumption, but the consequences for 
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industry and for future industrial development 
merit attention. 

Coal has the advantage of being a 
source of energy which can be held in reserve, 
since it can be stored in large quantities both 
cheaply and safely. Carrying these reserves is 
one of our main functions. A community which 
relies mainly on energy sources which cannot be 
held in reserve, as coal can, is highly vulnerable 
to interruption by accidents, natural disasters, 
strikes, sabotage and warfare, In the electrical 
industry, which is extremely vulnerable to 
interruption since storage is impossible, great 
sums have been spent to reduce interruptions from 
these causes by the building of elaborate inter- 
connections between generating stations. In 
the case of gas, some interconnections of the 
same type are possible, but owing to the distance 
from the Canadian wells to eastern consuming centres 
it is plain that little or no protection can be 
achieved by this method. It would seem a 
matter of public policy to assure the storage of 
a large amount of natural gas in Ontario; at 
sufficient could be stored it would be possible 
to vary the amount in storage and thereby avoid 
wasting the gas for purposes of low priority. 


V. EXCEPTIONAL CHARACTER OF THE COMPETITION 


FROM DUMPED GAS: We do not come here to complain 
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of ordinary competition, nor of the intensified 
competition ordinarily experienced from new 
products or processes. We experience these 
pressures in the ordinary course of business, and 
in dealing with them all that we ask of government 
is the freedom to meet them on even terms, 
especially in regard to taxation and subsidization, 

Today, however, we face a competitive 
situation that is altogether exceptional. It is 
exceptional in the extent of the price reduction 
involved, in the irregularity of the supply of 
the competing product, and in the likelihood 
that recurring outbursts of supply of the cheapest 
gas willeventually diminish as more profitable 
outlets are found. 

Underlying this situation is the fact 
that a new industry, which has deliberately 
overbuilt its plant in the interest of future 
economies, is making an effort to transfer its 
seasonal over-capacity to us. It is trying 
to do so, moreover, without bearing the 
responsibilities and risks which we assume in 
handling the annual peak load in fuel consumption. 

We now wish to discuss the matter of 
dumped gas rather fully, but before doing so we 
should make it clear that we recognize the 
existence in other lines of business of various 


forms of price reduction, such as seasonal dis- 
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counts, quantity discounts and occasional mark- 
downs. In our own business we normally buy 
coal at reduced prices in the warm months, a 
method which incidentally enables the mines to 
offer steadier employment and operate more 
economically. Again, we ship coal to the 
upper lakes as return cargo in vessels which 
would otherwise travel empty, thereby securing 
lower freight rates to Fort William, the Sault 
and Georgian Bay points than to Toronto and 
Hamilton. 

The closest analogy to off-season 
gas has been the sale of off-peak or secondary 
hydro-electric power, mainly for raising steam 
in the electric boilers of pulp and paper 
companies, This has taken place chiefly in the 
Province of Quebec, where it was considerable 
especially in the 1930's and immediately after 
the war, 

Coming now to the extremely low rates 
for interruptible gas, it might be thought that 
they were merely another example of the same 
form of competition. We hold, however, that 
dumped gas is offered under circumstances 
substantially different from the examples just 
mentioned. 

It cannot be argued, we hold, that the 


seasonal sale of industrial gas in warm months 
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is closely analogous to the mines! summer 
discount on coal. Coal is sold in the summer 
at only a slight discount, and we buy it not 

to use in a wasteful manner but to store against 
the time when it will have a higher value. In 
so doing we use the labour of men whose time 
might otherwise have run to waste in summer 
unemployment; nothing is dissipated, and a 


great deal is conserved. 
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As to the freight charges on coal shipped 
as a return cargo to the Upper Lakes, this is a per- 
manent procedure around which the shipping companies 


have built their business, Nor have the railways' 


expectations and profits been disturbed in any way 
by the practice; on the contrary, the railways have 
probably been the largest beneficiary of it until 
recently, as shown by the large volume of coal busi- 
ness over their own docks and the subsequent coal 
movement by rail. 

The third example, namely the sale of 
secondary hydro electric power for use in electric 
boilers, is the closest analogy to dumped gas, a 
the resemblance is examined carefully, however, two 
important differences will be found: first, that in 
the case of hydro power there is no consumption of 
an irreplaceable resource; second, that all of the 
resource in question (the flow of water) would neces- 
sarily continue flowing in most cases whether the 
power were generated or not. 

In each of the three cases mentioned, we 
therefore hold that there is a substantial differ- 
ence between normal commercial practice and the 
extreme price reduction now offered on a qualified 
ese in the case of industrial gas. 

ae UNUSED CAPACITY AND HARMFUL COM- 
PETITION: THE EXPERIENCE OF 
UNITED STATES RAILROADS. 


In many respects the interruptible rates 
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now quoted for natural gas recall the practices 
which developed among United States railroads in 
the 1880's, Writing of events of that time, an 
American authority, Professor Martin G. Glaeser, 
of the University of Wisconsin, in a volume entitied 
Public Utilities in American Capitalism (New York, 
MacMillan, 1957), explains at page 66 that the 
Windom Committee of the United States Senate, 
appointed in 1874, complained of excessive. railway 
rates. On the other hand, he says that the 
Cullom committee of 1886 "instead of complaining 
about high rates .. . contended that the 'para- 
mount evil't in the conduct of the transportation 
system, 'unjust discriminations between persons, 
places, commodities, and particular descriptions 
Of traffic! , Improvements in railway facilities, 


the growth of traffic, and particularly rate wars 


had in the time between the two reports changed 
entirely the incidence of the railway problem. 
Discrimination, as a new phase of the railroad 
problem, was the direct result of excessive rail- 
way competition .. . Place discriminations arose 
out of the fact that railroads regarded themselves 
adjuncts to the markets which they entered, and 
their rates were consequently adjusted to favour 
the market which particular railroads desired to 
DULIG up. Higher rates were also in effect upon 


local traffic, not subject to competition, as 
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compared with rates applying on traffic moving 
between junction points where competitive influences 
were felt. Another type of discrimination arose 
between large and small Shippers because the large 
Shipper was able to secure a rebate or other pre- 
ferential treatment on account of the larger quan- 
tity of traffic which he could offer." 

The problem of excessive rate cutting 
among railroads was also examined, more than thirty 
years ago, by Professor Eliot Jones, Professor of 
Economics at Leland Standford University, in his 
work entitled Principles of Railroad Transportation 
(New York, MacMillan, 1924) and despite the length 
of his statement we take the liberty of quoting 17 
ratherstulty . At page 91, he writes: 

"It is a generally accepted view that com- 
petition among railroads, unless restrained in some 
manner, tends to become ruinous, that is, fails to 
establish a normal level of rate sufficiently re- 
munerative to attract the additional investments 
of capital that recurrently become necessary." 

in describing the forces that lead to 
this situation he continues at pages 92-93: 

"The large investment in fixed plant 
(roadway, structures, terminals, etc.) gives rise 
to large fixed (or constant) expenses; that is, 
expenses that do not vary in proportion to changes 


in the volume of traffic. Since the expenses do 
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hot sincerease in the same ratio as the traffic, a 
railroad is naturally desirous of securing addi- 
wionealytratiic,taniorder to profit by the: lawacf 
increasing returns, If it can secure additional 
traffic without making eoncessions in rates, so 
much the better; but the point to note is that the 
railroad can afford to take additional traffic at 
any rate which exceeds the extra cost incurred on 
account of the increased business. The reason 
that the rate on this additional traffic need not 
cover its proportionate share of the fixed expenses 
is that these expenses (being fixed) will continue 
whether or no the added traffic be taken. It 
suffices, therefore, if the rate is high enough 
to make some contribution, however slight, to the 
fixed expenses. 

"Mhe added traffic thus secured may be 
new traffic or it may be traffic that had been 
moving over another railroad line. Tf the former, 
its carriage represents a net gain; if the latter, 
it represents a diversion of business not likely 
to be submitted to by the other road. For, 
is quite as true of the second road as of the 
first that its expenses are largely fixed (con- 
stant), and therefore it cannot tamely submit 
to such a loss of its business. If it meets the 


rate of its competitor, the particular item of 


gt traffic affected will fail to make its propor- 
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tionate contribution to the fixed expenses, DUG CLE 
is better that the competitive traffic make some 
contribution to these expenses than none. Accord- 
ingly, the second road will usually meet the rate or 
even cut it still further, thus leading in all pro- 
bability to another cut by the original trespasser 
until finally the rate may fall so low that it 
barely covers the extra cost occasioned by the move- 
ment of the competitive traffic. Below this point 
it would not ordinarily be to the interest of either 
POIae LO 20. Yet at this point,it is generally 
conceded, the rate on all competitive traffic may 
remain for considerable periods of time, LEY 

then, there are present the conditions favourable 

to such a struggle, that is, transportation 
facilities in excess of the traffic offered at 

rates remunerative to the railroad, and a large 
percentage of traffic that may move by two or 

more roads instead of being local to any one road, 
rates may for some periods of time be ruinous to 
both roads." 

To an increasing extent, we are advised, 
theorists working in the field are swinging away 
from the view that out-of-pocket costs for extra 
business provide a sound basis for pricing. The 
pendence is now to define marginal or out-of-pocket 
costs rather broadly, so as not to omit the in- 


direct costs which sooner or later become involved 
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if there is a substantial amount of business at 
eut rates). 

In consequence, true marginal costs prove 
to be closer to average costs than was formerly 
supposed. The question is examined by Professor 
R. K, Davidson, of Purdue University, in a more 
recent context which touches gas, in his Price 
Discrimination in Selling Gas and Electricity 
(Baltimore, Johns Hopkins Press, 1955). He writes, 
at page.195: 

"It is a widely accepted belief that 
electric and gas utilities are prime examples of 
industries that operate in the place of decreasing 
LONg-Eun aAverace ;costs yy. . a. This tis probabiy no 
longer the situation, except for small, non- 
interconnected utilities. Under present condi- 
tions with widespread interconnections between 
utilities and the multiplicity of production units, 
Lt seems dikely, that there is little or no difference 
between long-run marginal and average costs for most 
electric utilities; operation within the phase of 
decreasing long-run average costs may still exist 
for some electric and gas utilities with respect 
to decreasing facilities, but the differences 
would appear to be small while some gas companies 
are probably operating in the phase of increasing 
average cost, with respect to distribution capacity," 


General action to restrain rate cutting 
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has developed slowly. We are informed that in the 
United States, because it had always been assumed 
that carriers were entitled to a reasonable return, 
the Courts and Congress did not find it necessary 

to spell out the need for a fair return and a reason- 
able general “level of rates; until the regulation of 
individual rates had gone on for many years. 

Similarly we are informed that in Canada 
individual rates were changed and regional rates 
altered several years before there were general 
or overall rate cases. The general railway rate 
cases came either in the period 1918-22 (or at 
most 1912-27) and 19438-to-date. In the remaining 
years since 1904 the Board has dealt solely with 
individual rate adjustments. The telephone cases 
were in 1912, 1920-21, 1927, and 1950 to date, 

We have dealt at length with the railroads 
because they offer the nearest example of the type 
of competition now encountered from gas, that is 
to say rates offered as a result of unused capacity 
and based on marginal rather than total costs. 

(By marginal cost is meant an increment of genuinely 
variable cost associated with a limited increase in 
volume, expressed on a per unit basis.) 

At the same time we recognize that the 
competition between gas and coal is not in all 
respects the same as competition between one rail- 


road company and another. In the case of the 
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American railroads service continued to be offered 
by the competing carriers, though at ruinously low 
rates which were eventually corrected by government 
regulation. In the case of today's competition 
between coal and gas, on the other hand, events may 
be expected to follow a somewhat different course, 
There is no reason to believe, in the case of in- 
dustrial coal, that marginal-cost pricing, on the 
part of docks or dealers in response to competition 
from gas, can enable marked reductions in coal 
prices. such reductions could be made only 

with the aid of a government subsidy or by estab- 
lishing a complete monopoly embracing both coal 

and oil, 

In the nature of things the marginal costs 
of acquiring and delivering coal rarely fall much 
below average cost. Whereas some part of a flow 
of hydro electricity or natural gas may be thought 
of, at least over short periods, as in the nature 
of a costless surplus, spilling out almost gratis 
as it were from the company's own lines, every ton 
of delivered coal in effect carries with it an in- 
voice showing that most of the value of each ton 
actually represents cash payments made to others. 
These payments serve to defray 

(a) the cost per ton at the mine 

(b) the inward freight charges per ton 


(c) the out-of-pocket costs of local 
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handling, storage and delivery. 

The only components of cost not included 
in these items are the constant costs of the dock 
operators and/or retailers, While these constant 
costs are the principal ones at the level of dock 
handling, they form only a small part (between 5 
and 10 per cent) of the final delivered cost of 
coal, 


Thus, despite coal's low average cost 


per B.t.u., it cannot be brought into consuming 
areas at dump prices, there being no segment of 
virtually costless supply which coal dealers can 
offer to a selected group of consumers at cut 
prices in order to compete with dumped gas. Owing 


to competition, moreover, there is no segment of the 


market in which coal can be sold at substantially 
above average cost to yield an offsetting profit. 
Since, then, the coal trade cannot 
defend its position effectively by resorting to 
marginal-cost pricing, the result of large-scale 
seasonal dumping of gas is likely to be either 
no coal or dearer coal, other things being the 
game, and to the extent that dock operations be- 
came inadequate, a less secure fuel supply 1 
the winter. The consequences for the community 
are of the same broad nature as in the examples 
cited from railroads and public utilities, despite 


differences in the details. We hold thet these 
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consequences are of sufficient importance to 
justify the attention of a suitable public author- 
ity. 

VII. WASTEFUL USE OF A SCARCE NATURAL 
RESOURCE, 

On the question of natural resources, 
Western Canada's supplies of natural gas, though 
enormous, are small when compared with the pace at 
which gas is being used on this continent, We 
understand that the present Canadian gas reserves 
are equal to between two and three years' United 
States consumption, While alarmists' predictions 
of early exhaustion have time and again been dis- 
proved by the event, a long view of affairs must 
surely lead us to deplore not only the flaring 
of gas but also the massive use of gas for pur- 
poses equally well served by more abundant and, 
on the average, cheaper fuels. The energy 
locked in coal reserves is almost infinitely more 
abundant, and both coal and oil are more transport- 
able and more readily stored. It may be true that 
the abundant oil of Arabia (if not seized by a 
hostile power) could relieve the shortages of 
this continent for generations or centuries, but 
it is impossible to transport the natural gas of 
Arabia or any other continent to North America 
except as a liquid, and at heavy cost. Since 


this continent cannot draw on others for economieal 
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supplies of gas, as its own become scarce, there 
is more reason to conserve gas than oil. 

The advantages of gas for special uses 
are recognized by everyone, and for these uses 
it is clear that many consumers are prepared to 
bay a comewwaL faeher price for gas, per B.t.i., 
than for other fuel. These may be called the 
uses of high civilian priority, and the degree 
of priority is indicated by the premium which gas 


can command over other fuels. 
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We are aware that measures to conserve 
gas, in the interests of prolonging its supply 
POreUaes OL age Civilian priority.) raise! dirri- 
cult problems especially as to the probable 
length of life of the reserves and the apprcpriate 
rate of interest to apply in reducing the money 
value of future use of gas to present value. We 
do not presume to enter this important but 
rather conjectural field, We are also aware 
that there is room for disagreement on the 
exact point at which the sale of gas for purposes 
of low civilian priority should be restricted, 
and on whether the restriction should be applied 
to end-use or to price, or to both for that 
matter. We hold, however, that the burning of 
immense quanitities of gas under steam boilers 
is a use of such low priority, and will exhaust 
such a large part of the nation's reserves, that 
it places this use of gas definitely outside 
the permissible area from the standpoint of 
national benefit, except where it can be shown 
that the only alternative is for the gas to 
be wholly wasted. Almost anything that burns 
briskly can boil water at a price, and coal 
does so remarkably cheaply, especially in 
modern installations. The burning of gas for 
boiler fuel should therefore be the first and 


the main use to be discouraged. 
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In this connection we understand that 
some two-thirds of Trans-Canada's supply of gas 
is not associated with oil, and hence need not 
be regarded as doomed to be not used now, (Hearings, 
February 24, 1958, page 2293.) 

Important discoveries of gas are still 
being made in Western Canada and an impression 
seems to be gaining ground that the supplies are 
unlimited. We understand, however, that while 
Western Canada's ultimate reserves are very large, 
they are confined to a geological area which is 
relatively small compared with the United States 
fields, and hence are correspondingly limited 
as to both the recoverable quantity of gas and 
the annual rate at which it can be economically 
withdrawn. 

In the nature of things the supply of 
gas is prone to get out of step with the market. 
The supply becomes available in advance of de- 
mand because gas is often found as an incident 
in the search for oil. In this situation the 
self-regulating mechanism of the market-place 
cannot be relied upon to impose a sensitive 
check upon gas supply in the event of a glut, 
and thereby conserve the resource, This being 
so, deliberate measures for conservation seem 
necessary. If such measures are not adopted 


an irreplaceable fuel resource, having unique 
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properties for certain uses, will be consumed far 

more rapidly than would seem desirable from the 

standpoint of national interest. 

There appears to be a conflict between 
the economics of distribution by long-distance 
pipeline and the economics of conservation. 

It is true that without a pipeline the gas 

Cannou Ne Vsed; "and a fractron “of It will run 

to waste. With a pipeline, however, the gas 

tends to be thrown on the market more quickly 

than its relatively limited supply justifies, 

in order to add something (probably little) 

~7oO the revenues of “the line. 

VELi. SUMMARY OF PARTS Tr] "Vii: Before 
offering our recommendations we wish to summarize 
the submission thus far, as follows: 

a If Trans-Canada's forecasts prove correct, 
natural gas sold for industrial purposes 
will displace between one-quarter and one- 
half of the combined industrial consumption 
Of Vooay “and, Tue! "orl. 

as The loss of tonnage to gas is expected to 
occur mainly in the warm months. In the 
winter months, on the other hand, dumped 
gas will not be available, hence the former 
peak in the winter demand for industrial 


coal would remain. The docks! annual load 


= factor would fall and average handling costs 


per ton would rise. 
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As the rise in average costs would be 
appreciable, it would lead, in one way or 
another to either (a) higher selling prices 
for coal from the docks, or (b) the complete 
cessation of coal dock operations. 

Higher selling prices for coal would be 
followed by higher rates for industrial gas, 
and industrial coal customers using summer 
gas for boiler fuel would before long find 
that under the new arrangements their com- 
bined annual fuel costs were either the 

same or higher. 

Other large customers, who use boiler fuel 
mainly for space heating in winter months, 
will not be in a position to avail themselves 
of much dumped gas. They would find, owing 
to the unused capacity elsewhere caused by 
gas, that their outlay foryother fuel.nad 
risen. Thus more competition would lead to 
higher rather than lower prices, a well- 
known paradox in the field of public utilities. 
If the supply of dumped gas subsequently 
diminishes, more industrial coal will be 
needed to take its place, especially in the 
summer, In the meantime, however, some 

of the very limited dock space suitable for 
coal storage may have been converted 


irrevocably to other uses, delaying or 
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preventing a resumption of assured supplies 
of low-cost coal, 

Dumped gas thus gives rise to a most unusual 
competitive situation, one which is in a 
class by itself owing to its periodicity, 
its extent, and the likelihood that it will 
eventually subside as gas becomes relatively 
scarcer, The situation recalls an early 
period of ruinous competition among American 
railroads, 

In American railroads, competition arising 
from unused capacity and based on marginal- 
cost pricing led to an impasse rather than 

a workable equilibrium. It necessitated 

the intervention of a rate-making authority 
in the interests of solvency and continuity 
of service. Competition between gas and 
coal under similar conditions of unused 
capacity is not however identical with that 
between railreads because of the different 
relations between the respective marginal and 
average costs. Industrial coal cannot be 
sold continually at dump prices, as much gas 
can, nor can it be sold at monopolistically 
enhanced prices to householders. 

Natural gas is comparatively scarce, when 
compared with its present rate of consumption 


in North America, and is much scarcer than oil. 
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tne resources .of coal are by comparison al- 

most unlimited, and they yield heat at a 

very low average cost, 

10. Neither the mechanism of the competitive 
market nor the policy of pipeline companies 
with unused capacity can be counted on to 
conserve gas for uses of high PrLOrity. 
Public intervention seems the only effective 
method of conservation, 

a a RECOMMENDATIONS: Our principal 
recommendations refer to (a) the allocation of 
costs underlying the rate structure for gas, (b) 
rates for industrial gas and the question of 
undue preference to large consumers (c) restric- 
tion of the use of gas for certain purposes of 
low priority, (d) the question of a National 
Energy Board, (e) the procedure of regulatory 
boards generally, and (f) drawbacks against the 
import duty on coal. 

(a) We understand from the submission of Trans- 
Canada that its rates were designed on the 
basis of a cost-allocation method used by 
the Federal Power Commission of the United 
States, We trust that you will see fit to 
inquire into the details of the Power 
Commission's method and that employed by 
Trans-Canada, with a view to ensuring that 


the resulting rate structure recovers a 
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reasonable proportion of the cost of serving 
the various classes of customers and that it 
does so without unjust discrimination or 
undue preference. 
At present both Trans-Canada and the local 
distributing companies seek to justify their 
interlocking structure of dump rates on the 
ground that such rates are necessary for 
securing the traffic. We suggest that in 
weighing this argument the considerations out- 
lined in The Transport Act may prove helpful. 
Section 26 of the Transport Act provides that 
the Board of Transport Commissioners, when 
deciding whether a proposed lower rate does 
Or does. Not amount to an-undue preterence 
Of an UNjJUSL CLECriminavion; 
"may consider whether such lower toll, or 
difference in treatment, is necessary for 
the purpose of securing, in the interests 
ofthe public, the traffie in respecucot 
which it is made, and whether such object 
cannot be attained without unduly reducing 
the wisner volls.” 
As we understand this section, when taken 
alongwith section 25, 10 enables the Board 
to allow or disallow a discriminatory re- 
duction in the light of a broad consideration 


of the public interest, and in Che LishipeoL 
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alternative policies for enhancing earning 
power, 

If similar scope were given to an authority 
empowered to deal with gas, our position 
could be stated as follows. We hold that 
certain of the reduced rates for industrial 
gas amount to an undue preference or unjust 
discrimination, and should be disallowed, 

on the grounds 

(1) That the resulting disturbance to the 
inflow and winter stockpiling of water-borne 
coal, the consequent increase in unit costs, 
and the associated irregularity in gas supply, 
would be against the public interest, and 

(2) that the objective of maintaining the 
summer traffic in gas could be attained in 
Ontario, to a greater degree than now 
contemplated, by the delivery of surplus 
summer gas to underground storage for use 
during the winter. 

This recommendation refers not only to regulation 
of Trans-Canada'ts descending rate scale, but, 
with appropriate changes, to the rates of 
local distributing companies which in Quebec 
are regulated by the Provincial Electricity 
Board and in Ontario by the Ontario Fuel 
Board. 


(c) We suggest that consideration also be given 
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GOweesur. Cuines OF prohibiting the use of 
natural gas as industrial boiler fuel. We 
understand that most of the gas sold for 

this purpose adds a relatively small sum per 
mef. to the revenues of the companies, while 
it is obvious that it burns up vast quantities 
of a comparatively scarce natural resource 
which could before long be put to much more 
valuable uses. We do not feel in a position 
Lo suggest the exact form of control, but 

it is evident that several forms are possible 
Suen ae (1 )-3a anieeeneer price, already referred 
to in broader terms in (b) above, (2) pro- 
hibition of certain end-uses, (3) quotas for 
certain end-uses, and (4) restriction of the 
total amount or proportion of gas offered on 
other than a firm twelve-month basis. The 
last of these implies whatever complementary 
public measures might be needed for 

hastening the increase of summer storage. 

In connection with the above proposals we 
suggest that the Government consider modifying, 
in the case of the Northern Ontario Crown 
Pipeline Corporation, certain minor terms of 
the contract which add to the existing incentive 
to press the sale of gas for inferior uses. 


(d) From the Commission's terms of reference, part 


—_______— (c), it appears that the Government has already 
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decided to establish a National Energy Board 
and the Commission is asked to confine its 
recommendations to the Boardts Jurisdiction, 
administration and procedure. In view of 
the wide scope of the final clause in the 
terms of reference, however, we beg to 
question whether a National Energy Board 
would provide the most suitable form of 
organization for dealing with energy problems. 
We are disturbed by the extent of the power 
often exercised by semi-autonomous regulatory 


bodies, and are impressed by the need for 


publicity as to their actions, for appeal 
from their decisions, and for occasional re- 
view of their influence on the economic system. 


We favour legislation which would bring the 


public aspects of the energy industries under 
the direct scope of a single government depart- 
ment, 

(e) We also wish to add a recommendation on the 
conduct of hearings before the public reulatory 
bodies, whether national or provincial. We 
believe that in the public interest the hearings 
before such bodies should be open, that their 
findings should be a matter of public record, 
and that all interested parties should be given 
ample and duly publicized opportunity to submit 


— their views in advance of each rate authorization. 
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(f) Finally we wish to make a suggestion concerning 
the drawbacks allowed against the import duty 
on coal, not discussed above. Drawbacks are 
now allowed in the case of coal used for mak- 
ing both salt and coke (the latter in con- 
junction with free entry of foreign coke) 
while exemption from duty is allowed on 
bunker coal used by ships moving in inter- 
national waters, We propose that the draw- 
backs against duty be extended to coal used 
in the production of goods for export or, 
at the least, to coal used by the rather small 
number of major export industries. 

in conclusion, we Will be glad to give 
additional information or explanations on matters 
within our scope. 

All of which is respectfully submitted. 

THE CHAIRMAN: i think this woud be: a 


good time to break for 10 minutes. 
--- A short recess. 


APPENDIX - PART A: The following is 
a list of the principal submissions to the Royal 
Commission on Coal, 1945, bearing on the supply of 
bituminous coal in the Great Lakes area. While 
wartime problems naturally received much attention 
in 1945, the organization, technology and cost. OF 


freight and handling were also described, especially 
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IenenabLTs  2e0eand 231, passages from which are 


reproduced in Part B below, 


LE SUBMISSIONS ON THE IMPORT, DIS- 


TRIBUTION AND USE OF COAL, 1945, 


By Whom Submitted 


Hamilton By-Product Coke Ovens, 
Ltd. 


Fort William Dock Co, 


Industrial Consumers of Coal 
in Hamilton 


Owen Sound Board of Trade 


James Murphy Coal Co., Fort 
William 


Lakehead Fuel Dealers 


Fuel Protective Association 
of Hamilton 


E.A, Allcut, University of 
Toronto "A Fuel Policy for 
Canada" 


Toronto Retail Dealers Associa- 
tion 


Rochester and Pittsburgh Coal 
Co.(Canada) Ltd. (re duty 
on bunker coal at Montreal) 


Toronto Coal Exchange 


Nineteen Canadian Importers 
and Distributors of 
Bituminous Coal 


Montreal Coke and Manufactur- 
ing Co, 


The Coal Control (Ottawa) 


Dominion Fuel Board (Activities 
BF, Vober) 


Dominion Fuel Board (Activities 
SC vod) 


G, 


R. 


W. 


W. 


C. 


C. 


A. 


A. 


Witness 


Henry 


Freed 


Angus 


smith 


Murphy 


Murphy 


Allcut 


Gunn 


N. Walsh 


Mioete Pa bvon 


Stuart 
MacGregor 
Munroe 
O'Brian 
Brunning 
Neate 


Neate 


Page 
akg) 
Hearings 
3078-3093 
3094-3116 


3116-3132 
3146-3165 


3166-3179 
3180-3186 


31935-3196 


DLT —Fele 


3211-3216 


3401-3405 


4567-4637 


4715-4794 


4794-4808 
4879-4988 


5116-5196 
5197-5345 
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SUBMISSIONS 


ON THE COAL MINES AND THE TRANSPORTATION OF COAL 


BY RAIL TO THE SHORES OF THE GREAT LAKES: 


SELECTED LIST: 


By Whom Submitted 


National Coal Association 


Consolidation Coal Co. and 
others 


United States Coal Producing 
District No. 8 


Twenty-seven Coal Carrying 
Railroads of the United 
States 


titinois Coal Traffic Bureau 


Group of United States Rail- 
way Companies 


Kentucky Coal Agency, Inc. 


APPENDIX - PART B - (1), 


A 

Page 

in 
Witness Hearings 
A, Glover 4O37-~HO56 
B, McElvany 4256-4313 
E. Howe 4313-4335 
S. Kern 4377-4404 
W. Stadell 5079-5100 
G. Raasch 5102-5111 
C. Moore 5111-5116 

NOTES ON 


THE DEVELOPMENT OF THE WATER-BORNE COAL TRADE IN 


THE TORONTO AREA, AS INFLUENCED BY THE WELLAND 


SHIP CANAL AND AUTOMOTIVE TRANSPORT: 


(Reproduced 


from the Submission of the Toronto Coal Exchange 


to the Royal Commission on Coal, 1945, pp. 31-36.) 


Also in hearings (1945) pp. 4600-4606. 


(Not reproduced herein: 


APPENDIX - PART B - (2), 


See p.28 of original brier. 


A DESCRIP- 


TION OF THE IMPORTING AND WHOLESALING OF UNITED 


STATES BITUMINOUS COAL IN CANADA: 


(Prepared for 


the Royal Commission on Coal,1945, by the Canadian 


Importers and Distributors of Bituminous Coal, and 
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submitted by them as Appendix A. Also in hearings 
(1945) pp. 4752-4760). 


(Not reproduced herein: See p. 33 of original brief ) 
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APPENDIX - PART C 
MEMBERS OF THE CANADTAN COMMERCIAL COAL DOCK 
OPERATORS ASSOCIATION 
C. L. Amos Coal Company 
(Canada) Limited Montreal, Quebec 


S. Anglin Company Limited Kingston, Ontario 
Canada Coal Limited Toronto, Ontario 
Century Coal Limited Toronto, Ontario 
Confederation Coal & Coke Ltd Windsor, Ontario 
Crawford Coal & Fuel Co. Kingston, Ontario 
Dalton Fuels Limited Sarnia, Ontario 


The Davis Smith Malone 
Co, Limited Owen Sound, Ontario 


Empire -Hanna Coal Division; 
M.A. Hanna Company Toronto, Ontario 


Fort William Coal Dock 


COTE Fort William, Ontario 
Halliday Fuels Limited Toronto, Ontario 
Imperialle Fuels Ltd, London, Ontario 
Industrial Docks & Supplies 

Limited Thorold, Ontario 
Kingsville Coal & Dock Co, Kingsville, Ontario 
The Lake Erie Coal Co.Ltd Walkerville, Ontario 
Lyons Fuel, Hardware & 

Supply Ltd. sault Ste, Marie,Ont, 
McLaughlin Coal & Supplies 

Limited Oshawa, Ontario 
McMaster Fuels Ltd. Sault Ste.Marie,Ont. 
James Murphy Coal Company Fort William, Ontario 
Myers Coal Company Limited Hamilton, Ontario 


B. W. Powers & Son Trenton, Ontario 
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Me Be HevVNoLds Coal Co, 
Limited 


Rochester «@ Pittsburgh Coal 
Co. (Canada) Limited 


scotch Anthracite Coal Co, 
Limited 


Jas. sowards Coal Co. Ltd 
Swift Coal Company 
Toronto Fuels Limited 


The Valley Camp Coal Co. 
of Canada Ltd. 


Weaver Coal Company 


(O56 


Brockville, Ontario 


Toronto, Ontario 


Montreal, Quebec 
Kingston, Ontario 
Kingston, Ontario 


Toronto, Ontario 


TOPONTO, Or cariso 


Toronto, Ontario 
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APPENDIX - PART D 


Details Of Une coal dock costs for 
handling various tonnages, the results of which 
are summarized in part III of the submission, are 
presented in the three following tables for Docks 
A, Bend Cc, 

As the tonnmases and rental costs in the 
tables™suceest, Dock A is in a4 large city, whiie 
Docks B and C are in comparatively small places. 
Docks —f-ancdapeare vented, the former ion vajlong 
lease, and Dock C is owned. 

All three docks are operated by the 
same company. The selling and administrative 
expenses of the head office have not been included, 
owing to differences between one company and 
another in the method of allocating between 
docks, and in the allocation as between dock and 
non-dock (i.e. all-rail) tonnage. 

The cases in question show the influence 
of constant costs but they do not purport to be 


representative of other docks OD siniilearmsaze:. 
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APPENDIX - PART D 
DOCK "A" 
Forecast of Handling Costs Predicated on Various 


Annual Movements of 210,000 tons Down to 105,000 tons 


Estimated Annual Tonnage 


XX 


210,000 170,000 140,000 105,000 
Net Profit PorlLOyOOO WOM. SeLoo gr 6sGo0 4 5,000 
Operating Expenses: 
Salaries & Wages 1 OOo 67,000 67, 000 63, 000 
Supplies & Utilities 16,000 14,000 12,000 10,000 
Maintenance & Re- 
pairs 17, 000 16, 000 15,000 12,000 
General Expense 2, 300 2,000 2,000 1,600 
Inse.,Taxes & Rent 60, 000 60, 000 60, 000 60, 000 
Depreciation 15,000 15,000 15,000 13,000 
General & Admin. 
Expense 15,000 14, 000 14,000 14,000 
Totals $196,300 $188,000 $185,000 $173,600 
Per Ton Handling ae Gao Sireoe $1.65 


It will be noted handling costs will increase from 
93 cents per ton on an annual movement of 210,000 


tons to $1.65 on a movement of 105,000 tons. 


xx - Due to a 10-year lease arrangement it 
would not be possible to drastically 
reduce rent to coincide with shrinking 
tonnage movement. 

x - The decrease in net profit, $10,000 to 


$5,000 (210,000 tons - 105,900 tons ) 
is based on maintaining the same rate of 
profit per ton, in this case 4.76 cents. 
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APPENDIX - PART D 


DOCK "Bp" 
Forecast of Handling Costs Preidcated on Annual Move- 
ments of 80,000 tons Down to 40,000 tons 
Estimated Annual Tonnage 
80, 000 60,000 40, 000 
Net Profit 66,000  § 500 “875,000 


Operating Expenses: 


Salaries & Wages 2 OOO 21 OOD df 000 
Supplies & Utilities 3,000 HOROOIS: 6,000 
Maintenance & 

Repairs 5,400 4,900 4, 400 
General Expense 300 300 300 
Inse.,Taxes & Rent 1,400 1,400 1,400 
Depreciation 500 2,900 2,400 

General & Adminis- 
trative Expense 2,900 2,900 2,900 
Total $42,400 $40,400 $34,400 


Per Ton Handling fo ah ah AONE $n 6 
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DOCK ig 't 


Forecast of Handling Costs Predicated on Annual 
Movements of 60,000 tons Down to 20,000 Tons 
Estimated Annual Tonnage 
60, 000 10,000 20, 000 
Net Profit $ 6,000 $ 4,000 $ 2,000 
Operating Expenses: 


Moving & weighing Puayopom AE. 1;9000"8 SM oso 


Coal Analysis 200 L5@ 100 
Insurance ee 150 15 
Taxes 480 480 480 
Handling x 29,750 24 , 000 175000 
Totals $35,505 $26,680 $18, 605 
Per Ton Handling $ 350 $9 67 $ .93 


X - Includes: Dock Wages and Salaries 
Proportion of applicable Dock Office 
Salaries 
Maintenance and repairs of Loader 
Equipment 
Depreciation 


(Page 7642 follows) 
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THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mats Paced lor 

Mie PATIL GLOGS Thank you, Mr. Chairman. 

Mr. Culham, your submission, if I may 
Say so with respect, tells us what you envisage 
the situation is going to be because of the advent 
of natural gas in large quantities in Central 
Canada; but when you have told us that, 1 am 
a little puzzled as to what you anticipate this 
Commission, in the terms of reference, can regulate 
that in any way and alleviate the situation. 

Now, let me explain what I mean. You 
don't anticipate the removal of natural gas from 
the market; what you are suggesting is the regu- 
foro w ore tos.) ao uo Lak, aye your Opi Omi lo 
regulate one source of energy and leave another 
source uUnrecularvec? 

MR, CULHAM: Yes. 

MR. -PATTILLO: So that you think that 
natural gas should be completely regulated but 
that coal should remain unregulated. 

MR, CULHAM: Mr, Pavtilio, bE would nor 
say that we feel thatgas should be completely 
regulaved, s 

MR, PATTILLO: To what extent do you 
say it should be regulated? 

MR. CULHAM: Mainly, I think, that we 


take the position that the government should give 


eK 
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very serious consideration to the wisdom of using 
gas for boiler fuel from a strictly conservation 
point of view, in that it has properties peculiar 
to itself that it is an irreplaceable natural 
resource. Secondly, we feel that regulation is 
required to protect the public interest in the 
matter of lowest rates, rates that do not Carey 
their share of the burden. 

Now, you have had very many apt, wise 
men who are well-qualified in the studies as to 
the basis of these rates; we are not. But we 
do think that regulation is needed to make sure that 
the home consumer or the superior use does not carry 
more than that fair share of the burden. 

Mis PATE ILEO: In effect, are you not 
saying: we think the end use of gas should be 
Convrolled so that 2b 18 not in a posivicn to 
compete with coal? 

MR. CULHAM: Eb MWOULG Sa yeivOt iO a noe 
We face many areas of competition, and readily 
accept them in the recognition of glass, ceramic, 
metallurgical uses. We think in these special 
fields we have to recognize the special advantages 
thas was has. 

No, ZI don't think we have prepared our 
submission on the basis that, here is a form of 
competition that we would like to see eliminated. 


MR GEA LEE: That is exactly what I 
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want to get at. A moment ago I thought you were 
saying that the end use for boilers should be 
completely discouraged and not permitted, 

MR, CULHAM: No, I don't think completely, 
Wi PavTd | Los 

Mee PAT LO: Then to what extent do 
you say it should be rezulated? 

MR, CULHAM: It is my personal opinion, 
and I think I am pretty well expressing the feeling 
OReOumenrire group, that if gas is to be used for 
boiler fuel use the gas people and the people 
authorizing that use should be assured that the 
pas! industry intends» to care for that market,’ let 
us Say, indefinitely, rather than for a short three 
or four-year period, rather than build a market 
Dieter desimeable tho 23 tha other, wordsj;aar aa 
should serve a market, a boiler fuel market, or 
if it was proved that they could do so on a permanent 
basil sine Leas She Genporaryr movementjanvey Piet boiler 
fuel market that we feel should be discouraged. 

MR. PATTILLO: Are you not saying that 
gas distributors: Wild comes inp heresand undercut 
coal to acquire this market to build up the load 
facvorshs having! acquired, 1ty Gorserve: 1 tsa purpose, 
ite WH diongers keepr Lv 

MR. CULHAM: Correct, 

Mra PAPTIGEOs Isn't the answer to that 


from the coal industry that you cut to meet that 
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competition and continue to hold the market that 
you now have? 

MR. CULHAM: That would be an answer, 
Bie WeacoulLa do it sufficiently. But we feel that 
gas rates, generally speaking, for gas to be sold 
for, boiler fuel, use are dictated and established 
Din ChieweOs> O1..Coal Or 011 or whatever fuel is 
HCiNng USsedean aa pariicilank plane. In other words; 
they will sell it in general at whatever price is 
necessary. 

MA. £ATT ELE: That gets right down again 
CO Ghee propien, «as asec ic, that you want the 
coal business to determine itself what it wants to 
Sell ite Byel tor...o1n the, principle that 2. loose 
what it-heas to charse, but. you don't want the gas 
industry to have the same approach. I mean you 
people operate. in this. fashion, do. you not.,ethat 
you determine whether you are prepared to cut to 
hold the business or whether it is not economic 
for you to-do so and you let the business go? That 
is the way you operate, isn't it? 

MR, CULHAM: Yes, because we do not have 


"monopoly" 


-- and perhaps I should not use the word 
of another section of the market, that we can charge 
the burden onto another section of the market. We 
have no other place where wecan put the money. If 


we could do so we would probably do it, and thus 


easily cope with the situation. 
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MR. PATTILLO: Wherein does gas compete 
with coal; where does gas have this monopoly? 

MR. CULHAM: ft has the monopoly in 
tie semoe vlagu, SO tar ag 1 know, ane is no area 
where you can buy gas and have a choice of companies. 
If you have a gas burner, I believe there is only one 
Bas company you can buy gas from, 

MR. PATTILLO: It is true that there ig 
only one company from whom you can buy coals. ‘bute 
Were isn't any variance in ¢oal of any consequence, 

MR. CULHAM: Yes, Sir, 

MR, PATTILLO: Things have changed, haven't 
they? 

MR. CULHAM: No, sir, We are speaking 
bere, Ol course, of industrial ¢oal. There wild be 

reas where there is anthracite coal -- that may be 
=e itienOouei L canli say ct is: the »ite.> 7 -canirel) 
you of many specific places where even such a 
commodity, anthracite, is sold at different prices. 

MR. PATTILLO: Where there is competition, 

MR. CULHAM: There are, of course, great 
opportunities, and much success could be derived 
there, but ost of the things that could achieve 
that purpose are contrary to law. 

MR, PATT ILO: Now, how do you consider 
that the Federal Government would have jurisdiction 
£6 control the end use that is made of gas within 


a pamvicular provineial area? 
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MR. CULHAM: Getting to the point now 
where I realize that perhaps we should have had 


counsel -- I do not pretend to understand how the 


Dominion Government would reach that end. 


i. 
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I don't even say that the Dominion 
Government should strive to set to that POLni: 
As far as I am concerned [I care not whether it 
iS a provincial body or a federal body. We are 


given the opportuntiy to come here and express 


the effect of this gas, which is our interpreta- 
tion on our business, feeling that as a matter of 
public record we can state the problem as we see 
it knowing full well that perhaps there are two 

widely divergent Spates as to the effect. 

Nn Ae Pes Has it not been your 
experience, Mr. Culham, that the market, particu- 
larly in the Ontario market for coal, has been 
steadily increasing for years? 

MR. CULHAM: NG, eda, 

Mik, PALTILLO: Has net? 

Mie CULRAIT: \NO! (S20. 

Mh. PATE ELL Well, you refer in your 
brief to the increase between 1954 and 1956? 

MR. CULHAM: Vec.coLe., 

Mk. £2 RL: Thee Lncresse did non 
follow 4 pattern Sinee the end of the dase wWarz 

MR. CULHAM: It may have. I am speaking 
MOrewor the situation wr 1056, £057, 1950, loonie 
you will. The importations of bituminous coal 
from the United States into Canada, which are not 
the only facts that are available, were 18,400,000 


tons last year, having dropped from something I 
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think just over 20 million the previous year, 

This year, now here I have to make a 
guess, but it certainly won't be anymore than 
1D mid ongendelvwehink more: like.14 million.) So 
you will see in two years it has dropped from 
something around 20 million tons to around 14 million 
tons of American bituminous coal. 

MR. «PART ILLO: Dove vow 5 hin kee eA 
part that is due to the temporary recession that 
business has had? 

MR. CULHAM: Les. PUnCOUDEeOLy, 

MR. PATTILLO: Have you not in your 
estimates as to the future considered that the 
energy requirements of the Province of Ontario.are 
going to expand, and expand greatly in the next 
ten years? 

ME CUbEAM:.. Ves, Si. 

MA. PATPILLOs Well, when you have your 
present cock Tacitivies built. up tesa certaim, load, 
if you have an expansion in energy requirements the 
coal share in the expansion is cut down from what it 
has been so that perhaps you have a levelling off of 
the quantities that you bring in. Is there any- 
thing ditrercnit? Is there any serious detriment 
Lo Coal? 

MR. CULHAM: Is there anything different-- 

MR. PATTILLO: Yes? Supposing if you 


did: nok have natural gase- <= 
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MR, CULHAM: There would be, but in the 
example you have drawn there would not be. That 
is not in our opinion what is going to happen. 

MR. PATTILLO: What I am suggesting is 
DNL Ss: that if the enerszy requirements of Ontario 


keep increasing at the rate they are increasing, and 


if thestiydro possibilities: had been fully developed, 
if natural gas did not come into the picture 
coal would be the beneficiary of that expansion 
and you would have to increase your present facilities, 
wouldn't. you? 

MR. CULHAM: You are speaking of Hydro? 

MR. PATTILLO: No, I am speaking of energy 
requirements of the province? if Hydro has now been 
Oevelopediin Ontariow all therpossibilitics Have 
been developed and if you get an expansion and you 
did not have natural gas, coal would be the benefi- 
eclary of the expansion, wouldn't it? 

MR. CULHAM: Mre Patthidvo; youl are 
speaking of Hydro? 

MR ae PDO? Lese 

MR, CULHAM: For the production) o£ 
eleevricity im whe Provirticeror wOntariog 

MR. PATTILLO: Yes? 


MR. CULHAM: They do not selfece.our 


problem at all. 


THE CHAIRMAN: I do not think that is 


—__—_—— what counsel is getting at. I think counsel is 
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using the word "Hydro", as I understood him as 
Synonymous with water, 

MR. CULHAM: Oh, I beg your pardon. 
I was thinking of the Hydro-Electric. Excuse 
me, Mr. Pattillo. I would have to Say yes and 
no to that. The gravth in the use of coal ig 


expecveo: CoO be: dithe field of..coal required for 


chesgeneration of electricity, We understand 

chat the Ontario Hydro will have to go to thermal 
power for their additional requirements beyond 

1962, That coal does not go over the docks of 

our member companies. The further market that is 
certain to expand very, very materially is that of 
steel and coke-making, and the allied things of 
metallurgy. That, again,. does not accrue any 
benefit to the commercial dock operator that is 
Shipping in direct cargo quantities. Now relating 

this in a little different context, we are speak- 
ing here now of commercial coal dock operators, not 
Of coal ost ri puters. The coal <distribusoers *oroblen, 
let us say a large company representing many large 
cOalbwpreocuecers, (their volume may Stay UppomeLuy 

well but the great problem as we have tried to 
Lblustrates endeih 1s really quite Gil hicul ee too: 
is with the dock operator, let us say, in a community 
like Kingsville, Ontario, where there are no really 


large industries; greenhouses and apartments and 


—_—— theatres, perhaps small factories, canning plants 
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and that sort of thing, and the gas people come in 
and sell them interruptible gas. The poor 
fellow is maybe right down to the nub anyway 
because he has lost a great deal of his household 
business: tO. Gis, IT. -would Say, and now is losing mor 
and ‘more of what was the most lucrative market that 
he had so he has had to fall back to perhaps 
75 or 80 per cent of what ne, “atmones time) wag) 
Now, if he ASses half of what he has, he just 
cannot exist, and that one dock in that one community, 
we take the stand will very likely have to be closed. 

We further take the position that these 
properties being as rare as they are, relatively 
rare, that they probably will be put to some other 
use; established grain elevators or warehouse or 
something of that kind. Now, 12902 Vel oritentor 
fifteen years hence the gas people, or three years 
hence, the zas people are no longer interested in 
this boiler fuel coal they immediately notify the 
people and the people look in the phone book for 
the Kingsville Coal and Dock Company, and there is 
no company and if anyone wants to form a company 
there, there dis no dock on which to store coal. 
the alvernatiere (emis Loybminer aia oy rad Now, 
the difficulties of that and the financial conse- 
quences of that are very serious. 

Mat care rLLG: Serious to that dock 
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MR. CULHAM: Serious to that greenhouse 
operator. 

Mie ral ELLs serious to the greenhouse 
operator if you assume that the economy of today is 
going to be the economy of the day when he has to 
Galt Upsano Leo Tor coal’, 

MR. CULHAM: Assuming that water-borne 
coal 18 still a cheaper fuel than rail shipments. 
Assuming that, yes. 

Mie PATTY LUGO: But really aren't you, 
now that I understand exactly what you are saying, 
you are pee et the present time there are several 
methods of distributing coal? 

MR. CULHAM: Thatras viene 

MR. PATTILLO: One, ef the methods ws 
Cacovuen the dock operator who. reaiay 13a ware— 
house man distributor? 

MR. CULHAM: Yes sii. 

MR. PATPILLO: If you bring natural eas 
in here,the future energy requirements may increase; 
coal in the aggregate may still continue to have 
just as big an opportunity but one of the methods 
of distributing may go out of existence? 

MR. CULHAM: At Least partially. 

MR APATT ILO: Partially? 

MR. CULHAM: Yeo. Sir, 

MR, PATTILLO: Well, if that is what 


we, are talking about - - 
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MR. CULHAM: That 2s one of the things, 
MR. PATTLUOLO: Yes, well now, if that 
is what we are talking about aren't we merely then 
saying what was a good method of distribution for 
1958 should be continued, there shouldn't be any 
change? Isn't that really what you boil down to? 
MR, CULHAM: I hope not, Mr. Pattilio. 


MR. PATTILLO: Does it necessarily follow 


that this method of dock warehousing, which has 
had a useful place in the past, is going to continue 
and would continue to be the main economical method? 

MR. CULHAM: Absolutely. No doudg in, wy 
mind, 

MR. PATTILLO: No doubt in your mind, from 
your experience in the business? 

MR. CULHAM: Thiet wecomrect. . 

MR. PATTILLO: That you cannot improve on 
that method? 

MR. CULHAM: Phat is correct. I see 
no likelihood of an improvement in the overall 
transportation and handling of coal. ise ie 
alternative method developed in the future that 
could improve the economical handling of coax 
movement by water. 

MR. PATTILLO: Well, I am not suggesting 
thav, pue could at not possibly happen that although 
the small dock operator in Kingsville and other 


2 pe 3 Ba) 
places like that go out of existence, instead of 


a o a ce 
+ On ey Shc. ga X ihe eft : ; 2 Aoi) 


Lifted. 4M 29a adoc he staan ae 
ree ed mequtode at 280g. oem yas Me 
ae thi Sri Mateo ws a a Dodaeys a0ne, dads 
Spb edot Sf MiEOs Be base ae" ae Sais Edy ftom 
{ 


q > rT 2 
Thonteg TROEOAS US ita split vo oo SORE eae baie 


eat Pe % nih 8 
win ae Sto plone nals 


z ip 


y of ¢« 2 * i > 
ne Stitroe OF . ueierofoula MARLEY. alt 


re | 


ih hirbe <te juon vit, SOaePenhe aa 
Tes fai. SEP Cs a WaLAaGRS AMOY 


' 
7 4 ¥ bad ' * re 
TOSS Be FAUT apes a9 +i = | 
ie i“ 
J 1 
1A yf Garth s. ti oon haere ey He a aa wT eas) oie * a | rm ; | 
i i ie 7 of t arr saint rang te 2 ; es | 
ni i 
be oss Sv i ek I 
‘i + » = 
Sse fw ORTITd 60 See SAM IUD ° oein | 
iLSigyG an ai cnemevotml ne “im, Foot ext on 


~ a cue i ot "7 \ r & " DP iimeOdn « 
TY Soeg 3 = SGD ad ry] nhl SERRE S [TQ Teor rre MOTELS 


BOSS Ol Urge | LB OO). Seen f° OOS: 
7 . i a bi 


. tac 40. Inameyom 


a’ c 
Epa . ‘ 


ele pag at LAv IH ‘fe Sees lc. it Atpos JA , afd 
_ a > 7m > < i 


afl ae ee ee ‘ = eo : => : 
elas Hoe SMEs < ;<UVUE igs 4grh Liss Ay 
2G mest alt os ar AGE f 
~_ _— Was = : | « * 
ie 0 ree i hatboal an 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, © 
NTARIO 7655 


having many docks as you presently have, you have a 
larger and more centralized operation and that when 
the average user wants his coal he becomes his own 
warehouse man for the quantities he needs? 

MR. CULHAM: 1 am nov sure that aL eet 
VOU polis iets Mo. Pattillo,. perhaps I. could 
get to the point that you are. trying to uncover, 
We have tried to say in our brief, take a large 
metropolitan area such as Toronto, there are, I 
don't know, 18 or 20 large coal docks. Now, part 
of the market is taken over by a new fvel; whether 
that be temporary or what the effect will be, there 
will just be fewer of them but everyone will still 
pérabhe Wo gem how cost coal from a coal dock because 
there wile still pbe.-coal docks. They will not be 
Une same, cConpanivessapthey will we larcer « pernacs 
more, efticientiy controlled; mergers of companies, 
Mersers OF” wOCcKs, Mand Thal sorh of thine. ie Ais 
a problem for usss,: for the coal. distributors te find 
out which are the boys and which are the men, so to 
speaks but. iG. really is\.a very critical, problem in 
a place, or a smaller community where there is only 
one dock and where the restriction, again it may be 
temporary, but that dock cannot be cut back to 
50 per cent of capacity without materially increas- 
ine the cost.per tomof handling coal. 

We think that with the type of competition 


which is now facing us that it is just about a 
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certainty that many of those small docks, being 
the only dock to serve an entire community, will 
zo out of business, 

MR. PATTILLO: But aren't you in thig 
position: when you go to the consumer who is 
presently helping the small dock to stay in business 


8 


but who is proposing to change to natural gas, do 


you not go to him and point out to him the problems 
that he is going to be faced with in your opinion 
in a very few years? 

MR. CULHAM: Yes, Sir, 

MR, PATTILLO: And doesn't he then have 
to make up his mind whether he is prepared to take 
the risk of that problem in a few years, or whether 
ne 2s 20ine to stay with coal? 

MR. CULHAM: ecu. Lt ase -selline 
Nae. Or Ue, 

MR. PATTILLO: Well, it seems to me if 
you allow the laws of free competition to operate 
Cae os Wao Be Leys FG 2S 6 Sel line soot mele ann 
think the problem is going to bé as serious as you 
say it is going to be. How can you anticipate, and 
how can you expect government to anticipate by 
regulation today what may never happen in five years! 
time? 

MR. CULHAM: How can we expect the 
government - - - 


MR. PATTILLO: To anticipate by regulation 
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today something that may never happen in five years! 
time? You are asking the government now to 
regulate the sale of gas in a manner so that the 
greenhouse keeper won't convert from coal to natural 
gas? 

MR. CULHAM: Yes, I would say so unless 
it is On apbagisiravewise thatiits protecting uche 
interests of the other people. In other words, 
with a reasonable distribution of expenses to all 
categories, and if they would take care of this 
greenhouse man then we really would not have any 
argument at all; would have very little reason to 
appear before this Commission if the gas industry 
were prepared to take care of that man's fuel supply, 
lebius Sayepndetinitely formjall of his Duel) require= 
ments. 

MR PATTILLO: There has been no sugges- 
tion by anybody that I have heard that they are not. 
Are you suggesting that the gas companies will once 
they sign up a customer in a few years move around 
and say you have got to go somewhere else? 

MR. CULHAM: Yes, sir. 

MR. PATTILLO: On what do you base that? 

MR. CULHAM: I think I might have to 
call on Professor Macgregor here. I believe it is 
almost a matter of record before this Commission 
that the sale of gas as boiler fuel would be re- 


stricted, commencing five or so years from now. 
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AS T recall ic, the estimates of Trans-Canada 
Pipeline indicate that the quantity of interrupt- 
ible gas decreases as more remunerative lines are 
developed. I thought that was so. I can't quote 
chapter and verse. Let us say I am under that -- 
tT am of Ghat opinion, 

MR. PATTILLO: So that you would have 
no quarrel if a government said to a gas dis- 
tributor once you take on a customer you must con- 
tinue to supply that customer so long as the cus- 
tomer wishes to be supplied at the rates that have 
been approved? 

MR. CULHAM: The question is would we 
have any objection to that? 

MR. PATTILLO: Yes. 

MR, CULHAM: If the rates were equit- 
Bole; equitable rates and the gas company would 
take care, I think we would be awfully foolish to 
have any objection. No, I would feel that now 
a new fuel has come in, it has characteristics that 
endears it to a certain type of buyer and we are 
Juuso prushned to: the side. 

MR. PATTILLO: In the course of progress? 

MR, CULHAM: mhas 1s correct. 

MR, PATTILLO: Those are all the questions 
Cie yve.. 

MR, CULHAM: Mr, Chairman, if I might 


say to Mr. Pattillo, Professor Macgregor has just 
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drawn to my attention that in this last summation 
that you made that we probably shovld include in 
that statement that they have permanent care for 
all of the fuel requirements, In other words, the 


interruptible thing creates a problem, 
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To we “COULG Visualize a large group of 
industries in a community on interruptible gas, 
all of thesummer requirement of coal is gone, but 
the coal dock is still needed in the wintertime, 

WR. PATTOLLO: For peak-shaving? 

MR, CULHAM: To take’ care of “the man 
when he cannot get the gas. It is quite apart 
Prom, conservation. To consider whether or not 
we would have an objection, if the gas industry 
takes care of all the requirements of all sections 
of the economy we would have to stand aside. 

MR, > PATTIGLO: Does not the man who 
is going to buy interruptible gas for industrial 
use have to work out the costs as to how much it 
will cost him topeakshave or to take over when 
he is cut off and work out the combined costs and 
see whether or not that is cheaper than coal? 

MR. CULHAM: Yes. The ultimate effect 
or His décision to burn anterruptible pas; that 
Le Maye now "pe prorivtable- vo: him-in- the 1onesrun 
is part of the thing that we are trying to do, 
quite honestly, in dealing with our industrial 
consumers. 

MR. PATTILLO: But if he once comes 
Lo-the conclusion that 1o* 1s coing, tobe 
cheaper for him, then you have had it? 

MR, CULHAM: ~ guess that 1s coprecc:. 


THE CHAIRMAN: Mr. Culham, following 
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us what percentage of your tonnage of bituminous 
coal goes to the smaller communities such as the 
example you gave of Kingsville? 

MR. CULHAM: What percentage of tonnage? 

THE CHAIRMAN: Of the total tonnage? 

MR, CULHAM: Of our docks as a group? 

THE CHAIRMAN: PERS: 

MR. CULHAM: I think we have some figures, 
We have a list, Mr. Chairman. 

THE CHAIRMAN: Just roughly. 

MR. CULHAM: It would be really quite a 
small tonnage. 

THE CHAIRMAN: That is what I was wondering. 

MR. CULHAM: Quite a small percentage of 
the tonnage. 

THE CHAIRMAN: That is what I was wondering. 

MR. CULHAM: The thing we are talking about 
is nou, let us sSay..a serious problem for the United 
States producers of bituminous coal. 

THE CHATRMAN: No. 

MR. CULHAM: It is a problem for our members, 

THE CHAIRMAN: Forte dock operator? 

MR. CULHAM: For the small dock operator, 
or even a problem for the larger companies, fiom. that 
section of the business which they have. It does go 
over the small docks where there is only one, but 


on your discussion with Mr. HaAnvillG, iar. youmber) 
it would not be a large tonnage. To go down to the 
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matter of how many tons go over in a year, over 
Chese Cocks’ where there aks a single dock in a 
community, it would be very small, about five 
mousgand Prsix thousand tons out of 14 million. 

THE CHAIRMAN: Just another question. 
Has your association appeared before the Ontario 
Fuel Board or the comparable agency in the Province 
of Quebec and stated your position with respect to 
approvals of rates for gas distribution in any 
particular ebocaliium? 

MR. CULHAM: Have we appeared before them? 

THE CHAIRMAN: Yes? 

MR, CULHAM: In the strict sense of the 
word "appeared", I do not know that we have. I 
do not think there has been any occasion when we 
could nave. We have talked with Mr. Dana Porter. 
We have submitted a number of briefs to the Ontario 
Government, We are in rather continuous touch with 
Mr. Crozier and his office on all matters pertaining 
to natural gas, including its end use and rates. 
We have taken our problem to the Province of Ontario. 

THE CHAIRMAN: I wondered whether -- 
in specific instances, surely the Ontario Fuel Board 
and surely the comparable agency in the Province of 
Quebec, when an application is made by Northern 
Ontario Natural Gas -- I suppose it would be in the 


Province of Ontario -- or the Consumers! Gas or one 


— of. the distributing: Companies; goes before the 
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Ontario Fuel Board for determination of its rates, 
have you ever appeared on any such application and 
opposed it and stated your reasons why and endeavoured 
tO get those rates altered? 

MR. CULHAM: I do not believe, Mr. Chairman, 
that there is a hearing. I believe that the only 
hearing is the hearing of convenience and MUI 
necessity, or necessity and public convenience, 

Mie (PAD Pus No. 

MR. CULHAM: I have attended those 
nearing s, In part of the hearing there is a 
Suggested tariff, but that is not approved as of 
that time. 

Mie i ers Excuse me, Mr. Chairman, 

I happen to know something about it. First of all, 
berore yourcan distribute gas: in”en area you must 
apply for a certificate of convenience and necessity, 
and then, having got your certificate, you apply 

for rates, You then show the rate base and the 
Suggested rates and the return that you can get 

trou cnet. They may be put in temporarily, but 

at any time ey person can apply to the Boarciror 

a hearing as to those rates, and then the Board 
fixes a time and it becomes a matter of a hearing. 

MR. CULHAM: I am very glad to know 
that. 

MAS PAPEL: Thav Tse "correct. 


THE CHAIRMAN: I am coming back to 
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your Drast “and your recommendations, which present -- 
and as Mr. Pattillto says, it is no LAULC Or Voursm=— 
constitutional problems from the point of view of 

the jurisdiction of the provinces and of the Dominion, 
You will hear, I have no doubt, from Mr, Frawley 

that Trans-Canada does not sell interruptible gas, 

and that was the testimony given before this Commission 

MR. CULHAM: That is understood. 

THE CHATRMAN: That gas is sold by the 
local distributor in Ontario. Surely the forum there 
is the body or board or government authority or 
provincial authority which sets the rates and deals 
with the certificate of convenience and MeCeSsioy 


Is that not where you would concentrate VOUr- el Leoregs? 


Tite Nor Ue to Me To" Pive you advice, or course, 

MR, CULHAM: I think what was in our minds 
as much as anything else was that perhaps our 
government in its wisdom would establish a control- 
ling body over all forms of energy -- perhaps. 1 sam 
using the wrong word when I say "controlling" -- like 
a National Energy Board, that would decide, that would 
establish. an energy policy. We thought perhaps 
this jurisdiction of the province over certain 
affairs would be changed as of that time. 

THE CHAIRMAN: I think you know enough 
about our constitution to realize that that cannot 
be done unilaterally and by any one government. That 


= _|| is one of the reasons I wondered why you took exception 
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to the establishment of a National Energy Board, 
In your brief you recommended that this be left 

to a government department. I would have thought 
that you did want something such as has been 
envisaged as a National Energy Board, which, 

even though it might not have jurisdiction, could 
at least sit down and consult with and try to 
integrate policies of this kind with the provinces 
and their respective boards. You would be given an 
additional forum to make these views known to such 
an authority. You would also have your provincial 
forum surely to which you must resort? 

MR. CULHAM: Yes, sir, ane we, in our 
modest quiet way have been approaching the pro- 
vineial authorities as to the wisdom of using the 
gas for boiler fuel and the equity of rates and 
sO on. 

THE CHAIRMAN: T think you have been 
too modest, 

MR. CULHAM: Well, that is) one or our 
faults, £ guess. 

THE CHAIRMAN: I mean that seriously. 
This is what happens in Washington with the 
Federal Power Commission. We had before us yester- 
day people from Washington. Mr. Frawley? 

MR. FRAWLEY: Thank you very much, Mr. 
Chairman, Mr. Culham, I want to ask you some 


questions on your very interesting brief, but 
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before that I would like to ask you some very 
Senerady things. Would you turn to your list 
of members on page 39? As I understand it, those 
are by and large dock operators importing United 
States bituminous coal? 

MR. CULHAM: Dock operators importing 
and handling - - 

MR. FRAWLEY: United States bituminous 
coal? 

MR. CULHAM: woos 

MR. FRAWLEY: Now, looking at that 
list, I see Empire-Hanna, Rochester and Pittsburgh 
Coal Company and the Valley Camp Coal Company. 
Could you tell me a rough approximation volume- 
wise of what those three companies would handle? 

MR, CULHAM: You understand that there 
is no way for me to get the information. So it 
would have to be a very wild guess. I could tell 
you that only for one company, but I would think 


that for those three companies it might be 4 million 


tons, 

MR. FRAWLEY: Out of, roughly? 

MR. CULHAM: One ofel4. Well, I would 
say 4 million tons out of the 18 million -- that 


is, last year. 
MR. FRAWLEY: Are they the largest, 


those three? 


— MR. CULHAM: NGG Sa. The Weaver Coal 
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Company is the largest distributor of bituminous 
coal in Canada. 

MR. FRAWLEY: But they distribute 
Canadian coal and British coal as well as United 
States coal? 

MR, CULHAM: THCY WMey MOG Uma 0G ssn 
do not know. 

MR. FRAWLEY: Empire-Hanna, Rochester 
and Pittsburgh, and Valley Camp, while they 
operate docks in Canada, are really emanations 
of United States bituminous coal producers? 

MR. CULHAM: Rochester Pittsburgh 
and Valley Camp, yes. 

MR. FRAWIEY: And Empire-Hanna? 

MR, CULHAM: We are not owned or 
controlled by an American coal producer. 

MR. FRAWLEY: Is the MA Hanna Company 
not; producing coal? 

MR. CULHAM: Noy 1%. 

MR. FRAWLEY: Have they no association 
with the production in the United States? 

MR. CULHAM: They own stock in coal 
companies, or at least one coal company, perhaps 
more, 

MR, FRAWLEY: I now want to ask you 
whether or not you know the effect which natural 
gas has had upon the coal industry in Western 


Canada, 
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MR. CULHAM: The question was whether 
I am aware of the effect? 

MR. FRAWLEY: Yes, in general. 

MR. CULHAM: In general, I would say, 

Lf am of the opinion that the effect has been very 
serious, 

MR, FRAWLEY: Do you know that coal mines 
in Alberta are just going down like nine-pins? 

MR. CULHAM: Well -- 

MR, FRAWIEY: That is just an expression. 

MR. CULHAM: I think I have heard some 
Of then are -closine., 

MR, FRAWLEY: The coal mining communities 
have to be depopulated as it is not possible for 
them to find employment otherwise? 

MR, CULHAM: I think I have read some 
instances of that. 

MR. FRAWLEY: That. being so, the coal 
distributors must be very seriously affected also 
in Western Canada? 

MR. CULHAM: I do not know. In the 
couple of instances I have in mind, I thought 
that the mines closed largely because of the 
lack of railroad business, rather than gas. 

I did not know that you would attribute the 
closing of a coal mine to the influx of gas. 

MR, FRAWLEY: Tt ret. eae. 1 te 


something very closely associated with gas, 
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namely, a commodity called Oia alte railways 
went to oil and they abandoned the coal mines and 
helped to close up the coal mines, You are aware 
of that? 

MR. CULHAM: NG a TeN 

MR. FRAWLEY: Apart from that, the firm 
industrial base for ‘space heaters has gone from 
coal to gas? 

MR. CULHAM; Not of my ais knowledge, I 


do not know that. 


ee biti arte, cack 
| tion’ en gel anosass Seem ‘ot ne 


L 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


7670 


MR. FRAWLEY: Now, I want to ask you. 
about your definition of "industrial", Gas under 
boilers of a large hospital, for instance, or other 
large institutions -- hotels, Schools, universities 
and that sort of thing, in Ontario -- do you. call 
that industrial? 

MR, CULHAM: Mek asia bays 

MR. FRAWLEY: When you are talking about 
restriction of boiler fuel, have you included that? 

MR. CULHAM: Ves, oar. 

MR, FRAWLEY: Well, it may or may not be 
pertinent, but again going back to Western Canada, 
you are aware, of course, in the City of Calgary, in 


every large building under those boilers we find 


gas, not coal? 

MR. CULHAM: At 10 cents a thousand, 
or something. 

MR, FRAWLEY: Yes, but before we get to 
price I was wondering about why you object to the 


use of gas as a boiler fuel. Why is it any more 


wrong in the City of Toronto than in the City of 
| Calgary? 

MR. CULHAM: Well, I could make an effort 
to give you my reasons for it but I do not think I 
would convince you. 

MR, FRAWLEY: Well, you might. 

MR. CULHAM: T would say the reason was 


| pretty well defined in what I would call the 
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Summation of Mr, Pattillo. If they are willing 
to take the market over and serve the fuel re- 
quirements of this hospital, factory or what you 
will, indefinitely, if a new form of fuel has come 
in and in an adequate quantity and is going to 
continue, I do not say that might please us but 
we would put up with it. As Mr, Pattillo would 
say, "We have had it", 

MR, FRAWLEY: What interests me very 
much is, you say there should be a restriction, 
On page 18 you say: 

"We are also aware that there is room 
for disagreement on the exact point at which 
the selling of the gas for purposes of 
low civilian priority should be restricted, 
and on whether the restriction should be 
applied to the end use or to price." 

And when you. read that this morning you said, 
"or to both, for that matter", 

Now, if the price at which industrial 
coal -- because that is what you are interested in 
-- is sold in Ontario is a fair price, having in 
mind allocation of the cost of service, what is 
wrong with it? 

MR, CULHAM: What is wrong with it? 

MR, FRAWLEY: Why should it be re- 
stricted if the price that the user is paying is 


a fair price and a price arrived at after there 
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has been a proper determination, let us say by the 
Ontario Fuel Board, on all of the allocation and 
the cost of service? 

MR. CULHAM: It would seem there could 
only be the one reason why such a restriction would 
be applied and that is conservation, because of the 
nature of the fuel. 

MR. FRAWLEY: Well, that gets back to the 
amount of gas reserves we have in Alberta against 
what we want to export -- that gets back to the re- 
lationship between the reserves which we have in 
Alberta as compared to the gas which we have ruled 
may be exported. 

MR, CULHAM: I suppose it does. 

MR, FRAWLEY: You see, what disturbs me, 
and it is an intriguing thought, I have thought of 
conservation wto now to be a production problem, but 
you go further and it is an interesting thing you say, 
it must be conserved because it is such a valuable 
fuel it should not be used for these industrial 
uses. TnaGeLs JOUR pOSttion,. 1S) 2b mour 

MR, CULHAM: Yes, but with all the re- 
finements. Again coming back to the matter of any- 
thing temporarily going in -- and we have tried to 
point out here the difficulties accruing to what we 
think is an industry that has been of vital impor- 
tance in the building of all this Great Lake area, 


the sacrificing of that area as a temporary expedient. 
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Now, if these docks were never going to be needed 
again we would have no case. That is the whole 
crux of our thinking, the fact that the gas people 
go in and take seven or eight months'business and 
say, "Well, we will supply you here but if we get 

a cold day we will have to cut you off, so you can 
go to the coal docks and get some coal", You. can- 
not expect the customers just to sit around or stand 
De. 

MR, FRAWLEY: I have two suggestions to 
Paat. First of all, you say the coal dock opera- 
tion is being sacrificed, it is being very, very 
detrimentally affected? 

MR, CULHAM: Yes. 

MR. FRAWLEY: And in Western Canada pre- 
cisely the same thing has happened due to precisely 
the same cause. That is,perhaps, just an observa- 
tion and you have no comment to make on that except 
you might say, "It is too bad for the western coal 
people", but I suppose you have a sympathetic approach 
COULE? 

MR. CULHAM: Are you going to need the 
coal mines again some day? 

MR. FRAWLEY: I am not sure; I would hope 
so, but while you mention that it is a more serious 
thing if you have to abandon a coal mine, that is 


worse than abandoning a dock? 


MR. CULHAM: T am of the opinion that is 
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Crue, 

MR. FRAWLEY: What some people will eall, 
not too grandiloquently, the march of progress has 
required that and so it is an accomplished fact? 

MR. CULHAM: Yes. 

MR, FRAWLEY: The other thing that is 
perhaps more important, what makes you think that 
Trans-Canada, having monopoly on bringing Alberta 
gas to Eastern Canada -- what makes you think the 
won't be awfully anxious to continue to supply 
that greenhouse if the greenhouse is paying them --- 

MR, CULHAM: The boiler fuel -- I think 
they will if it is the most remunerative market 
they can find, but I think they have intimated to 
this Commission that they hope it won't last too 
long, that they want more remunerative markets. 

MR. FRAWLEY: That is interruptible gas? 

MR. CULHAM: There is not too much of an 
interruptible nature to some of their functions, as 
L°understandeit. 

MR. FRAWLEY: Well, the ideal seies of 
course, 1s to the householder for space heating. 
That is called a firm sale, a sale to a householder 
for space heating? 

MR. CULHAM: Do you mean the gas company 
would probably regard that as the most valuable 
business they have? 


MR, FRAWLEY: wes: 
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MR. CULHAM: I would think so, undoubted- 


MR. FRAWLEY: They hope to have lots of 
that? 

MR, CULHAM: I would think that figure, 
that the full output of that line will ultimately 
be needed for that and some other purposes during 
the winter months. 

Now, to go back to your coal mine illus- 
tration, I think a parallel in our case would be if 
all these buildings that are buying gas in Calgary 
and burning gas, if they were told they could have 
gas for eight months but for the other four months 
they would have to go back to the coal mine and get 
their coal -- of course, we realize the serious 
consequences of closing a mine,and all the diffi- 
culties, but I think it is: just about «as serious 
closing it down for eight months. How would that 
affect the cost per ton of coal? You, better than 
anyone else, can visualize what our problem is. 
Thats dmpidieit. ini this brie: 

MR, FRAWLEY: I would not want you to 
carry away the idea that there is not a peak problem 
and a storage problem in Calgary and in Edmonton, 
put I am putting it to you, when Trans-Canada say 
they hope they have not got to continue that kind 
of business too long, they are not referring to 
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heating? 

MR, CULHAM: On 0% 

MR, FRAWLEY: They are not, I suggest, 
hoping that they will not have to sell too long to 
a hospital on a firm basis? 

MR, CULHAM: Weld] 1 think (Thetis a 
mauver or rate. If they are going to sell some- 
DOdyY O@ra .1rm pasis J de not thank Lv 1s going to 
be within the realm of economics any place along 
the tine for a ¢as distributor to sell a farge 
hospital on a firm basis because coal is going to 
be the cheaper fuel in that case. 

MR, FRAWLEY: The important distinction, 
I suggest, is firm as against interruptible? 

MR, CULHAM: I would say yes. 

MR, FRAWLEY: And any firm -- I say that 
the hospital is just as firm as the householder; it 
is just a matter of volume, but it is firm as dis- 
tinguished from interruptible? 

MR, CULHAM: Yes, andthe hospital. == 
are you trying to visualize a condition where 
Ontario hospitals and other institutions and 
buildings and users of fuel in that category and 
size would buy gas on a twelve months! firm basis? 

MR. FRAWLEY: vee. 

MR. CULHAM: And would we have any 
quarrel with that or do we think the gas company 


would look at that as desirable? 
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MR, FRAWLEY: Yes. 

MR, CULHAM: I would think there would 
be nothing more desirable, 

MR. FRAWLEY: Now, if they had adequate 
Storage could they not carry on just such an 
operation? 

MR. CULHAM: It would seem vather the 
ease. I think there was an illustration here 
yesterday of gas companies who do not sell anv 
interruptible gas. They simply teke this gas 
which is squirting throvgh the line; they have 


= 
I 


to take it out of the other end anyway, and they 
put it back into the ground close to their market. 
iG seems as’ if that could be done af sufficient 
Storage could be found or created, and it would 
be very beneficial, not only to the gas company 
but to the coal companies. 

MR, FRAWLEY: it) dy) may Say sso. 2 chink 

VOU PUG Your tinger on 16 in: your bpler on pace 
25, where you say: 

"The objective of maintaining the 
summer traffic in gas could be attained in 
Ontario, to a greater degree than now con- 
templated, by the delivery of surplus 
summer gas to underground storage for use 
during the winter,” 

I putetu. too vole, Meena, To eens. 
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Canada -- sell to the consumer who has the minimum 
storage problem -- I mean to the distributor -- but 
if Trans-Canada could acquire or were required to 
acquire adequate storage then there would be no 
need to sell this interruptible gas which you say 
is a pretty vicious competitor? 

MR, CULHAM: Not only would there be 
no need, they would be in a more profitable position. 
My guess is it might even reduce the price to the 
user because of it. 

MR, FRAWLEY: Yes, because the evil is 
the sale of this interruptible gas where they put it 
in,and- take sit out,at.their ow--- 

MR, CULHAM: Yess 

MR, FRAWLEY: But if they could eliminate 
it, reduce it to a minimum, you people would not 
have the same problem? 

MR, CULHAM: Oh, mot vat saits There is 
a problem, Mr. Frawley, if the United States coal 
producer had a problem, 

MR. FRAWLEY: Of course, I could not 
care less abouc his worries. Just apropos of that, 
you. are aware that the Dominion of Canada is spend- 
ing a terrific amount of money in foreign exchange 
every year in supplying Central Canada with United 
States coal? 

MR, CULHAM: Who is? 


MR. FRAWLEY: The foreign exchange is 
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being expended? 

MR, CULHAM: Nekoi 

MR. FRAWLEY: And the balance of trade 
is being built up adversely? 

MR, CULHAM: Yeon 

MR, FRAWLEY: And is natural gas -- 
all things being fair and all other things being 
equal, if the United States bituminous coal should 
be displaced, what great harm would there be to the 
national economy of Canada if every pound of it 
could be displaced? 

MR, CULHAM: L wili’let, Proressor 
Macgregor reply to that, if I may, 

MR, FRAWLEY: Yes, indeed. 

THE CHAIRMAN: I do not visualize, Mr. 
Frawley, that the Commission will have to deal with 
that particular point in making any recommendations 
to the Government. < ao: not think’ LU, 2s necessary 
for Professor Macgregor to scratch his head on that 
one. 

MR, FRAWLEY: Professor Macgregor, the 
Chairman has excused you. 

MR. CULHAM: Would it be of any interest 
to you. to know that the four of us are Canadians? 

MR, FRAWLEY: You. act and talk like 
Canadians. 


MR, CULHAM: Let me assure you we are. 
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MR. FRAWLEY: You have something 
here that I would like to know about. When you 
mention this Crown Company, what do you mean when 


'! 


you say on page 24; «se. We would suggest that 
the Government consider modifying any minor terms 

or obligations, in connection with its Crown 
Corporation, which add to the existing incentive 
tovpress the sale tcf! gas for inferior uses", If 
you are referring there to the sale of interruptible 
gas, I would like very much to know what you are 
referring to. 

MR. CULHAM: IL would rather Let 
Professor Macgregor answer that. 

PROFESSOR MACGREGOR: There Wena 
provision - and may I say that I have to rely on 
the hearings of the Commission in regard to this - - 

THE CHAIRMAN: That iss the increased 
rental, the throughput. 

PROFESSOR MACGREGOR: Also they price 
at which the line may be purchased by Trans-Canada 
apparently puts a premium on a purchase before a 
certain date and thereby exercises some pressure 
on Trans-Canada to increase its throughput and 
demonstrate its performance in purely physical 
terms at a somewhat earlier time in the hope of 
securing financing to buy the Crown Line at the 
7O per cent figure. Tf anstead the fissure ac 


which it could be bought.would decline below 
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7O per cent and was purchased some years later, there 
would not be the same pressure to go in and buy at 
the time when the price starts falling. 

MR, FRAWLEY: What interests me 
very much is that that arrangement puts pressure 
on Trans-Canada to sell the gas at whatever price, 

PROFESSOR MACGREGOR: It is my 
prejudice - I may be wrong - that demonstration 
of a high load factor, whether or not it can be 
shown to be profitable, is evidence of good 
management. 

MR, FRAWLEY: That is very intriguing. 

PROFESSOR MACGREGOR: Again I may add 
that it is a prejudice of mine that in the operation 
of Public Utilities the engineers! use of standards 
of efficiency sometimes takes precedence over the 
business matters of the economists! test of 
Droritabiiivy. It sometimes leads to the 
demonstration of records that don't necessarily 
have a business basis. 

THE CHAIRMAN: Slide-rule profits. 

PROFESSOR MACGREGOR: I think so. 

MR. FRAWLEY: Your objective is that 
not too much of this gas be sold for industrial 
purposes at low prices and at prices which do 
not properly reflect the true cost of the pipe line 
company - - 


MR, CULHAM: Not industrial uses; 
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you said industrial uses. It is not as broad as 
that. There are other uses for which we think 
gas is properly used, 

MR. FRAWLEY: If the Ontario Fuel 
Board came to an appreciation of the fact that they 
must examine the contract between Trans-Canada and 
Consumers and Trans-Canada and Northern Ontario 
and Trans-Canada and Union, and they do it in 
public hearings, I would suggest that you would be 
doing a great service to yourself and the producer 
of gas in Alberta to attend these hearings and to 
see that the proper allocation of cost is arrived 
at - - 

THE CHAIRMAN: Mr. Frawley, surely 
you are not asking these people, who come 
voluntarily before the Commission, to act as 
Commissioners in the Ontario Fuel Board, What 
you are getting at is you don't want interruptible 
gas? 

MR. FRAWLEY: Yes, thatelsverient, 
for the Province. of Alberta. 

THE CHAIRMAN: From the producer? 

MR, FRAWLEY: Nec 

THE CHAIRMAN: But the same priceis 
paid. 

MR, FRAWLEY: Yes, but, as one of 
the witnesses agreed with me yesterday, it certainly 


dilutes the gross revenue, and that is not a good 
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thing. 

MBS PAT ELLOS Dilutes the gross 
revenue of whom? 

MR. FRAWLEY: Of Trans -Canada, 

MR. PATTILLO: I think we had better 
get it clear on the record. The evidence, as I 
understand it, is that the producer of gas in 
Alberta is paid so much for a 1000 cubic feet of 
gas, regardless of the end use. Trans-Canada 
transports the gas, and Trans-Canada is paid, 
based on the load factor, by the distributor 
certain rates in certain zones per 1000 cubic 
feet, regardless of the end use, and the distri- 
butor then takes the gas and distributes it in 
accordance with rates approved by the Ontario Fuel 
Board to the different classes of customers; but 
how you could anticipate, with great respect, the 
Ontario Fuel Board would have any right to hold 
public hearings into the contract made by an 
interprovincial company, Trans-Canada, and a 
distributor is, with great respect, beyond me. 
The Ontario Fuel Board, or any other provincial 
organization, in my judgment, has the perfect 
right to enquire into any contracts that the 
distributor may make with customers or classes 
of customers; that is the end of its jurisdiction. 
Certainly, as I read the Ontario Fuel Act, that 


is the way it is in Ontario. 
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MR. FRAWLEY: Mr. Pattillo, having 
put that statement on the record, Mr, Chairman, 
I am bound on behalf of my client to put a state- 
ment on the record. I am not concerned with the 
Ontario Fuel Board entering into any public hearing 
as'to what the price of gas will be at the well- 
head. Now, I am concerned with the fact that, 
if you take an extreme case - I have to deal in 
Suppositions - suppose that Trans-Canada is to 
sell one half, two thirds of its gas on an 

interruptible basis, I would say that that would 

So dilute the revenues of Trans-Canada; whereas 

I am hoping, in the distribution of cost, that 

they will get such prices for it that they will 

be able to go back to Alberta and meet the 

competition in California that they may or may 


not have to meet right now. 


| 

| 

| 

| 

| 

| 

| I am instructed that the question 

| of interruptible gas is a matter of serious 

| consideration for the producer in Alberta, and 

| that is why we say that the interruptible sales 

of gas should be the subject of regulation, we 
Say by a Federal Commission. if the Ontario 
Fuel Board could not go into that and weigh the 
interruptible sales against firm sales, then I 
Say there is a Federal authority that should do 


it. I don't say the Ontario Fuel Board will not 
do their job and do it well, but Mr. Culham could 
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Simply be serving himself first and, indirectly, 
be doing a service to the people in Alberta, 

THE CHAIRMAN: I think the Commission - 
i Nave to interrupt dike this) ‘but I really feel 
that the Commission has clearly sufficient evidence 
about interruptible gas for the time bing, in so 
far,as ourrresponsibilities are econeerned, in its 
relationship to the price paid by Trans-Canada 
for gas in Alberta or Western Canada. I know that 
you have those instructions; you have fulfilled 
them religiously and righteously, Mr. Frawley, and 
the Commission is grateful for the evidence you 
have produced as a result of your questioning. 

MR, PATE LEGO: In deference, Mr. 
Chairman, I think it must be put clearly on the 
record so that the public or the members of the 
House of Commons won't misunderstand the situation. 
The fact is that Trans-Canada, a producer in Alberta, 
is not selling interruptible gas, it is selling a 
commodity, and Trans-Canada is not selling 
interruptible gas, it is selling a commodity. 

It is the distributor that may sell gas, and one 
class may be interruptible. 

THE CHAIRMAN: I think that statement 
is true of West Coast Transmission which sells to 
inland: Inland isan agent for West ‘Coast under 
the provisions of Regulation 9. 


MR, PATTILLO: That tS acorrect. 
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MR, FRAWLEY: wo Chat. no (one in 
the House of Commons will misunderstand me, I 
subscribe to that obvious and self-evident fact. 

Mr, Culham, you say: "the extremely 
low rates for interruptible gas", Those are 
rather equivocal words. I wonder if you could 
expand upon that, please. 

MR. CULHAM: Why do I think they 


are extremely low? 


MR. PRAWLEY: What do you mean? 
"Extremely low " is just a relative term, you 
know. IT want to know what you have in mind - 


low compared to what, and so on. 

MR, CULHAM: Low compared to the 
price which they apparently think is necessary LoL 
the domestic consumer; low compared to the price 
which they apparently think they must have from 
the firm buyer of large quantities of gas. That 
is what I mean by that. 

MR, FRAWLEY: In other words, you 
go a little further and say that, because of 
these low rates for interruptible gas, they have 
to charge more than they otherwise would for the 
firm industrial and for the household gas. 

MR. CULHAM: No, I don! say that - 
I mean, I don't think that. It doesn't arise 
from anything I think I said. 


MR. FRAWLEY: If they were low but, 
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nevertheless, returning an adequate share of the 
cost of Paes what is the position? 

MR, CULHAM: We have not made a 
study. Mr. Van Scoyoe discussed it in great 
detail. Frankly, I don't understand how they 
BO anon 1G. Pein, £6 CLiri eu oto understand, 
and this is, I might say, based on the most 
casual observation: one service over here can 
require a rate of, let us say, 80 cents, and a 
man next door will pay 40 cents, Either one is 
too high or the other one is too low. Loon t 
believe that there has been enough attention paid 
to whether or not a minimum rate - and incidentally, 
I am going to go back and search not only my 
conscience but my records and anything else I 
can find around the Ontario Fuel Board and see 
if we are supposed to know at what rate gas can 


be sold for industrial use. 
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So far we have not been able COME mag 
out at what price gas is being sold to paper 
companies, and so on. 

MR. FRAWLEY: You Say the Ontario Fuel 
Board does not seem to have that information? 

MR. CULHAM: I say that we do not seem 
LO be able Wo find e@eliso. Par. aie only know that 
there is a range in here of rates, and we cannot 
even be assured that there has not been a Special 
rate approved by the Ontario Fuel Board because it 
is not a matter of an open ica pine? WG as Maroc 
matter of anyone that has been served novices” HG 
is apparently simply a matter of the gas company 
saying: "Here is a fellow over here wants to buy 
"x" billion cuble Teer of eas, and heck, we have 
got a rate here from 30, or 42 to 48 but he will 
have to have 410, What do you think?’ —Tsithat 
eM Mr caben a tomy And Mr, Crozier maybe says, sure, 

TD guess thatch tse eht.4 

MR. FRAWLEY: Would you favour having 
those sort of things discussed in an open hearing? 

MR. CULHAM: Tf would king of Pike: Go 
know, and I think I can much more intelligently 
discuss whether or not the rates are too high 
or whether they are exceedingly low if I knew 
what they were, 

MR. FRAWLEY: You wish there was an 


open hearing in which those things were discussed, 
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or failing that if you were given complete access 
to that information, whether an open nearing sor not. 

THE CHAIRMAN: That is page 24 of the 
recommendations. 

MR. CULHAM: We tried tovsay “it tn 24 
little different way. 

THE CHAIRMAN: But that is what you mean? 

MR. CULHAM: Well, yes. 

MR. BRAWLEY: Here is one thing, this is 
my last question, do you know the percentage of oil 
bunker fue. thatiis, there is ascertain atiount-or 
bunker fuel being displaced in Ontario, or proposed 
to be displaced in Ontario by Alberta gas. 

MR, CULHAM: Has been, 

MR. FRAWLEY: All right, has been. 
itv -is' not Alberta gas yet but it is comimea down, 

MR. CULHAM: i think it ‘is in-ao the 
lakehead, I believe. 

MR. FRAWLEY: At the lakehead, oh yes, 
bhap as Ontario; that Le sright, Now, do you know 
the percentage; do you know some of that bunker 
oil is imported oe the United States? 

MR. CULHAM: I have so heard. 

MR. FRAWLEY: And some of it is refined 
in Ontario Refineries using Alberta oil? 

MR, CULHAM: Ohye t -canlt speak lor 
that. 


MR. FRAWLEY: I am just putting that to 
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youpas BA Lace. 
MR. CULHAM: Oh, I see, 
MR. FRAWLEY: Now, assuming that those 


are right, do you have any information at all in 


your organization about the percentage one as against 


the other? 

MR. CULHAM: No, 

MR. FRAWLEY: Thank you, Mr. Chairman. 

THE CHAIRMAN: Thank you, Mr. Frawley. 
Mr. Britnell? 

MR. COMMISSIONER BRITNELL: Mr. Culham, 
one point I would like to clear up. I understood 
from your answer to Commission counsel that your 
central objection to the operation of the gas 
business is that the distributor of gas does not 
guarantee to supply his customer with gas on an 
interruptible basis and at the prices appropriate 
to interruptible gas permanently, is that right? 

MR. CULHAM: Yes, L£ would say so, Mr. 
Bbricnell, and further that, 1 thank that ireans— 
Canada have indicated that they do not intend to 
Stay to the same extent -- they are not desirous 
of staying to the same extent in the interruptible 
market. Now, that is my impression, 

MR, COMMISSIONER BRITNELL: I have under- 
stood right along that Trans-Canada wasn't in the 
interruptible market. I am not talking about Trans- 


Canada, I am talking about the gas distributor. 
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MR. CULHAM: Well, I have been assured 
here that that is the case, but SsuLLDAtas Tn recall? 
it in their market surveys they classify interrupt- 
Pole and Jnsustrival, enoeso on. Now, Litis true 
that they probably sell just so many feet of eas, 
but they show a great interest in what happens to 
the market. 

MR, COMMISSIONER BRITNELL: In their 
market analysis. 

MR. CULHAM: in their market analysis, 
yes. 

MR, COMMISSIONER BRITNELL: Do you 
zuarantee to supply your commodity or service with- 
out varying your present schedules or rates or charges? 

MR, CULHAM: Oh, not without changing 
prices, no. We will take on a@ twenty-year, forty- 
year or fifty-year contract depending on the reserves 
OnTEne particular wine, sand if 2c seneteveldndown 
to a particular mine, we will go a good deal longer 
than that and guarantee a supply for a definite number 
of tons sorvas @ pereentage of the minds requirement, 
It is done regularly by the large coal companies. 

MR, COMMISSIONER BRITNELL: Doesnftthe 
greenhouse operator who makes the decision to 
switch from coal to natural gas know that he has 
no guarantee for the indefinite future of even a 
partial supply, let alone his present supply Of 


interruptible gas? 
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MR. CULHAMe? TP think’ if ‘he knows, 
presumably one place he would have found it out 
as Tron-us: 

MR. COMMISSIONER BRITNELL: But doesn't 
he know from the very nature of the word “interrupt- 
ible" that? 

MR. CULHAM: Oh Yess as GO its seasonal 
characteristics, but whether or not this business 
is going to continue to be desirable I don't think 
he knows. 

MR. COMMISSIONER BRITNELL: There has 
been a good deal of publicity attached to that, 
has there not? Perhaps we are a little more 
conscious of it than the greenhouse operator was. 

MR. CULHAM: Well, I think perhaps my 
choice of customer, the greenhouse man, was not 
a wise one but a fortunate one because I mean you 
have a picture in your mind of a greenhouseman, 

L am sure: aman that burns two or three hundred 
tons in a greenhouse. Now, I think you would 
recognize how little real study he is likely to give 
to the overall effect or conversion on his part from 
gas. I mean he will be appealed to by a romantic 
approach or-at Least any icing of an approach liapre 
to’ sell him, 

MR, COMMISSIONER BRITNELL: Well, with 
your greenhouse operator, and I would like to stay 


with him; he is your example and I think it is 
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only Tair to stay swith him, does it mean more than 
that the gas company will continue to Supply hin 

with gas but that the rates he has to pay will be 
increased as a larger proportion of his require- te 
ments, and eventually all perhaps of his requirements 
are moved Over Trom an intérruptible to a. firm basis, 
anode from anterruptible. to, or partially interruptible 
to completely firm prices? 

MR. CULHAM: It would be a matter 
certainly, Mr. Britnell, that he very likely always 
could buy gas unless some government regulation came 
in which prevented that. That has happened, you 
rece Wiaadurine the dash) war. There was government 
regulations made that controlled the way gas would 
be Used. and said what is a. figtine use for eas, 1 
would say that the man presumably, if he will pay 
theprice that you may want, he will buy anything 
PAS Me Woe of OU. 

MR. COMMISSIONER BRITNELL: Assuming 
that prices for gas may rise higher than the 
ereennouse, operator Ts.eprepared to pay. Of whiline 
Ge payor wants. Lowey, Ls where any clear) respon- 
Sibilivy on the part of any .eevernment, (wiether 
federal or provincial, to safeguard that greenhouse 
operator from having to pay more for his coal in 
the future because you have to restore or rebuild 


your dock facilities when the price of gas goes 


zz beyond what he is prepared to pay? 
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MR, CULHAM: Wed ele. ce VELY GLEE VOUNE | 
if not impossible, for me to answer that question 
in a form of a recommendation of how I think the 
government could cope with that individual situation, 

MR. COMMISSIONER BRITNELL: Well, “iy point 
really is this: isn't it asking for a lot of 
government intervention to safeguard the consumer? 
Wouldn't it be better Just to put him under the 
Indian Act right away and leave him there if you 

pe going to safeguard him that far that you want 

to protect his present dock facilities and the 
schedules rather than have hii Zo over to interrupt- 
ible gas; risk having to come back and pay higher 
prices for the services which you render because 
you have to rebuild at considerable increased 

cost or replace even those dock facilities? 

MR. CULHAM: Mpg OBRETAS lI idonns 
think that it is too much an unrealistic oF an 
extravagant request on our part to ask that scovern- 
ment intercede, in whatever way it is needed, “to 
protect the consumer not protect the coal dock 
industry, from a situation where gas would be sold 
today for a class of use that is not deemed to be 
desirable for long-term and at prices which do not 
Camry, thelxe-fudd share-ofitheicost, 

Maybe that is the fact right today. Maybe 
these rates are all fine and have proper eare —- 
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Just wrong. Now, I don't know whether that answers 
YOUR question. 

MR, COMMISSIONER BRITNELL: We diy 
partially, but only partially. Thank you very 
much, 

THE CHATRMAN: What all of this really 
means is that interruptible gas, Trans-Canada 
Pipe Lines and the rest of them mean that those 
ofvus (who are compelled.on .oceasion to buy red 
roses are going to have to pay a higher price? 

MR. CULHAM: Nee Chairman, es .oernw 
would - - 

THE CHAIRMAN: I am only joking. 

MR, CULHAM: No, but actually you have 
expressed a point that I have been trying to 
express .becter.than.L) could douist myselt..: sbhat 

e 
L6elA WY, OPAALOn, what .is<coines toy be chevend 
result. These red roses or the varnish or whatever 
ifeds is coilme, Tol cost more money, and. this re 
all assuming that the coal dock is going to be 
repaired again. in the future, Now, if.our dock 
hasifallen into,disrepair, we) have. to,.build.a. new 
dock. Meu chic time Lhatetuere 1s 7a meed. hora 
dock agcain,wthescost of coal.as.a consequence of 
this change or the abandonment of the dock is 
soing Go be higher, 


THE CHAIRMAN: Just for the sake of the 


———_— record let us get it straight. My fellow Commissioney, 


SEM. 


pee, 
uty 


one shasite etna “0 : 


oe sna? 


oi. Semas = site ‘eu ne 
“Sydnt-ad we bos ota ator. 
} Y ‘ a “a 
, ORE “socaaripen) ie ‘Quah 


ue i biuow: 
sara wer h 
nasa pe 
Jatt. Hom 8 haenaiegest 
ae elas / oeregne™ 
ue tao 


[ ehar 2 


At 


’ 


unton (6t 


wid tacky Dainese OLS 


#Ooh J 


GS Nags AER 


. 


; [ete si ge Baran wt ay an 


ae aes #, ae | 


J Pe ae 


ae Ta mes sis el Feu AWE LAND Pend, mt at 


ANGUS, STONEHOUSE & CO. LTD. 7696 
TORONTO, ONTARIO 


Mr. Hillman a few minutes ago wondered just what a 
greenhouse in the summertime would be using gas 
POr*pOLler ie! ; 

MR. CULHAM: The greenhouse is probably 


the worst prospect there is for interruptible 


THE CHAIRMAN: Well, Mr. Culham, “trenic 
you very much indeed. The Commission is conscious 
of this problem that does exist from the point of 


view of coal and other fields, and the dovetailin 


lex 
jen) 


of proper energy policy of the various forms of 
energy in our country. Your presentation obviously 
has received from you and your colleagues and advisers 
@ @reat deal or considerations great deal of thought 
We appreciate very much that you have come 
and given it to us and I hope you don't mind the 
fact that you were asked a lot of questions, but 
there are jurisdictional problems which I know you 
realize. You have cnosen the form in which you 
have put in a very good brief on the matters which 
eonecern you and your associates, and we certainly 
will give it every consideration within our terms 
of reference and capabilities. 
MR. CULHAM: Thank you very much, Mr. 
Chairman, We appreciate very much the patience 
with which you have received our brief and my re- 


action to the cross-examination or questioning. I 


——— feel very, very strongly that we should be most 
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thankful, all of us, that occasions such as this 
do arise when we can openly expound our problems. 
Now, I have said the thing that I am not supposed 
to ever say, "our problem", I am supposed to 
talk about the public interest, but frankly we 
have a problem, 

Thank you very much, Mr. Chairman. 

THE CHAIRMAN: So has Alberta. Mr, 
Pattillo, I think we are hearing Sun Oil this 
afternoon? 

MR. PALE LEGO: sun O11 this afternoon. 

THE CHAIRMAN: We will adjourn now, 
gentlemen, to resume our hearings in this room at 
two-thirty this afternoon. 


---Whereupon the proceedings adjourned at 12.45 p.m, 
We “Besune ave. 50 “pon. 
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---On resuming at 2.50 p.m. 


Submission of 
SUN OIL COMPANY LIMITED 
Toronte, Ontario 
Appearances: 
MR. W. T. Askew - President 
Mo alike bey Parpme lee - Secretary Treasurer 


Mr. G. E. Dunlap - Manager, Canadian 
Production Division 


MR, PATTILLG: Mr, Chairman, we are now 
soins to hear the submission of The sun Qil Company, 
which I would like to have marked as Exhibit M-15-3. 
nm Xho BT NO... MaLb=3: Submission of Sun Oil 

Company Limited. 

MR, PATTILLO: Tt think 7 should say 
this before I call on Mr. Askew to introduce his 
group and to submit the submission. 

We have heard a good deal about this 
company in previous sessions of the Commission, 
and having read the submission I think that some 
of the information we have received is, to put it 
mildly, erroneous. 

THE CHAIRMAN: You. mean prior to this 


submission? 
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MR. PATTILLO: That: is: right. 

THE CHATRMAN: Mr, Askew? 

MR. ASKEW: Mr. Borden and Commissioners, 
I have an introduction to the brief, if I may be 
permitted to read it before the submission. 

May I say at the outset that, while I 
am president of Sun O11 Company Limited and not an 
officer of ithe ‘parent Sun Oil «company, I <shaki 
provide certain information concerning both, for 
reasons which will be apparent to you. 

With me, on my right, is the manager of 
Sun Oil Company's Production Division, Mr. George 
E. Dunlap. He is a resident of Calgary; and I 
am sure you will find him helpful in responding 
to particular questions which you may have con- 
cerning the exploration and production activities 
of the Sun organization in Canada, 

Also here to assist me, on my left, is 
the secretary-treasurer of Sun Oil Company Limited, 
Mr. M. B. Parmelee, a resident of Toronto. 

T am pleased to present both of these 
gentlemen to you. 

We welcome the opportunity to appear 
here and we hope to provide information useful to 
you. in the studies in which you are now engaged. 
As a relative newcomer to Canada, I have been in- 
terested to observe the concern which is being 


exercised over energy questions at this time. 
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White cei ch intpotential petroleum resources, Canada 
did not have significant petroleum resources, in 
fact, until recent years, Resources are the 
result of the ingenuity of man, for a raw material 
that is not developed is not a resource, It be- 
comes such only when it has been discovered and 
developed and made useful to people, 

Now that petroleum resources in substan- 
tial volume are a reality, it has seemed to me that 
Canada is well-advised to consider at this juncture 
how best to assure continuing petroleum resource 
development and expanding utilization, ° It 


is apparent that a direct relationship exists be- 


tween standards of living and per capita consumption 


of energy. Any policies growing out of the work 
of this Commission which help to make reliable and 
abundant supplies of energy readily available at 
competitive prices to Canada's homes and indus- 
tries will place present and succeeding generations 
in your debt. 

It also is clear that the liquid energy 


represented by petroleum now is and will for many 


years be of direct military application and therefore 


an essential element in national defence. PSay 
is a matter of national concern that plentiful 
Supplies be accessible for defence requirements, and 
I might say for the common defence requirements of 


the continent, Accordingly, the overriding 
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considerations in the present inquiry of your 
Commission would seem to me to include the en- 
couragement of continued energy resource develop- 
ment and increasing per capita consumption as con- 
tributions to national wealth and Standards of 
living and the security against eventualities for 
which the Western world must, it seems, always be 
prepared, 

In his kind letter inviting my appearance 
before your Commission, MP. Parkinson suggested 
several lines along which the submission of Sun Oil 
Company Limited might be developed, It has been 
our objective to be as responsive as possible, 

THE CHAIRMAN: Thank you, 

MR, ASKEW: Submission of Sun Oil Company 
Limited, Toronto, Ontario. 

There have appeared before you organiza- 
tions of senior experience in Canada whose staffs 
of fact-finders demonstrated marked competence 
in collecting and analyzing information on the 
detail as well as the broad picture of the status 
and prospects of the Canadian petroleum industry. 

It has not been our purpose to attempt a 
similar contribution since we doubt that there are 
very many correct answers to the same questions 
of fact, Nor have we had experience from which 
we feel competent to draw conclusions with respect 


to a few of the issues which our reading of the 
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record indicates have been of particular interest 
to you. 

It has been our feeling that what we say 
would be of greatest value to you. if we could 
clearly present the picture of who we are, what 
we have done and why, what we are now doing and 
why, and what we hope to be able to do. Beyond 
that, within the limits of our knowledge and ex- 
perience, we will be as responsive as possible 
to your specific questions, 

Company Affiliation: Sun O11 Company 
Limited, incorporated under the Dominion Companies 
Act, is a wholly-owned subsidiary of Sun Oil 
Company. The latter is an independent, inte- 
grated oil company incorporated in the State of 
New Jersey with principal offices at Philadelphia, 
Pennsylvania. 

Deseription of Sun Oil Company: The 
parent company -- for brevity referred to as Sun 
Oil -- produces crude o1i1 in 18 states and in 
the Provincesof Alberta, Saskatchewan and Manitoba, 
and has a working interest in a limited number 
of oil wells operated by others in British Columbia. 
About 80 per cent of Sun O11's total crude oil 
production comes from Texas and Louisiana. 

Sun O11 also produces natural gas in 
some of the states in which it is a producer of 


oil, has a few shut-in gas wells in Alberta, and 
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a working interest in some producing and shut-in 
SaS wells in Alberta and Saskatchewan, 


Through subsidiaries, Sun O11; since 
the middle of April, 1958, has produced crude oil 
in Venezuela and is engaged in oil exploration 
activities in several other countries, including 
Colombia, Guatemala, Pakistan and the Bahamas. 

Sun Oil owns and operates a fleet of 
14 ocean-going tankers, eight coastal tankers, 
and a number of barges and other water equipment. 

Through subsidiaries, it owns and 
operates in the United States iy(2o miles or 
crude oil gathering and trunk pipe lines, and 
1,214 miles of products pipe lines, 

Sun Oil owns and operates two refineries 


-- one of 160,000 barrels daily capacity at Marcus 


Hook, Pennsylvania, and one of 95,000 barrels daily 


capacity at Toledo, Ohio. 

It markets automotive products through 
service stations in 21 eastern and mid-western 
States anc the District of Columbia, and markets 
industrial oils and specialty products in those 
and other States, Through subsidiaries, it 
markets industrial oils and specialties in most 
of the Free World. 

Other subsidiaries are engaged in ship- 
building and repair; the design, sale and rental 
of oi1 well surveying instruments; and mercury 


mining: 
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THE CHAIRMAN: AS @ matter of interest, 
is that shipbuilding and repair related to the 
tanker fleet? 

MR, ASKEW: 2A stot be By wie is 

THE CHAIRMAN: Not otherwise? 

MR. ASKEW: The Sun Company's ship- 
building is located at Chester, Pennsylvania, 
and it makes other equipment, other ships, but 
its primary purpose is Shipbuilding and repair, 

THE CHAIRMAN: Primarily tankers? 

MR. ASKEW: Yes, but not necessarily 
restricted to tankers, 

THE CHAIRMAN: Thank you. 

MR, ASKEW: Among U. S. o11 companies, 
Sun Oil ranks between 11th and 14th in production, 
refinery throughput, sales and assets. Lees 
owned by approximately 24,000 stockholders, of 
whom 348,largely because of a stock purchase 
plan for employees inaugurated in 1926, are 
resident in Canada, 

Beginnings of Sun O11 Company Limited: 
Sun Oil Company Limited -- referred to as Sun 
Limited for convenience -- began in a one-room 
office in Montreal in 1919, It came into being 
because the response of Sun O11 to military 
requirements for lubricating oils during the 
First World War found it, at the war's end, with 


expanded capacity and the need for more customers, 
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Rastern Canada, accessible by water from Sun 
Oil's principal refinery on the Delaware 

River near Philadelphia, was a likely and economic 
market. 

Thus the first mission & Sun Limited was 
to acquaint an increasing number of potential 
customers in Canada with the lubricants which 
constituted the principal business of Sun Oil in 
its early years, 

From an object of market outlet at the 
beginning, Canada has come since 1945 to have 
a much deeper significance to the Sun organiza- 
tion, 

Telescoping history between 1919 and 
1945, the volume of business of Sun Limited in 
lubricants increased and in the 1920's retail 
gasoline distribution also was commenced, 

Sun's Expanding Interest in Canada: 

The year 1945 is a pivotal one because it marked 
the start of an expanded interest on the part of 
the management of Sun O11 with the long-range 
growth opportunities for risk capital which 
Canada offered, In that year Sun Limited 
drilled its first well in Canada along the 
northern border of Nova Scotia. It was com- 
pleted as 4a dry hole, 

The following year -- 1946 -- the site 


was chosen upon which the Sarnia Refinery of 
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Sun Limited was Subsequently built. 

In 1955, while the Sarnia Refinery 
was under construction, Sun Limited joined with 
Canadian 011 Companies Limited to construct an 
8-inch products pipe line extending from Sarnia 
to Toronto, For this purpose, Sun-Canadian 
Pipe Line Company Limited was organized as a sub- 
Sidiary company, owned two-thirds by Sun Limited 


and one-third by Canadian Oil Companies Limited. 
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EARLY PRODUCTION ACTIVITIES: Until 
1949, exploration and drilling activities by the 
Sun organization in Canada were carried on by 
Sun Limited, In the four-year period from 1945 
to 1949, Sun Limited conducted field geology and 
Seismic exploration activities in Nova Scotia 
and Alberta and drilled a total of four dry 
holes, 

By the end of the four-year period, 
Sun Limited had expended on leasing, exploration 
and drilling activities the equivalent of 
approximately seven years of its anticipated net 
earnings, It was abundantly clear that Sun 
Limited could not afford a production department 
on such a scale, In March, 1949, the effort to 
develop Canadian production was transferred from 
Sun Limited to Sun Oil and organized as a new 
division of the parent company's production de- 
partment with Mr. George E. Dunlap in charge. 

Subsequent activities conducted by 
Sun Oil's Canadian production division fwve 
brought total investments by the Sun organization 
in the development and production of Canadian oil 
and natural gas to approximately $56,500,000. 

The incapacity of Sun Limited to 
finance the costly development of oil and gas 
resources, so apparent in 1949, still prevails. 
In 1956 Sun Oil's Canadian production division showe 
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a loss of $2,657,000, and in 1957 a loss of 
$2,651,000. In contrast, the net earnings of 
Sun Limited for those years were substantially 
Smaller than the losses in Canadian production. 
We are confident that this condition 

will not continue indefinitely and that the 
integration of Sun Limited as a self-sufficient 
Canadian company, divorced to a far greater 
extent from its parent than is the case today, 
can be effected, This avowed intent of the 
Sun organization is discussed in greater detail 


at a later place in this brief. 


SUN LIMITED'S REFINING OPERATIONS: 
Sun Limited cemmenced refining operations in 
November, 1953, in a refinery of 15,000 barrels 
per day design capacity at Sarnia, Ontario. 
It represented at the time of its completion 
advanced instrumentation and design, yielding 
desirable efficiencies as an offset tovits 
small size, and at the same time a pioneering 
experiment in human terms. No employee of the 


FeLinery is hourly paid: ail Bre on ‘an annua? 


sslary. 


In 1957 the Sarnia Refinery averaged 
17,400 barrels per day of crude runs to stills. 
This established a record in its throughput, 
occasioned primarily by Sun Limited's expectation 


that it would have a market for the ensuing volume 


— Of produc ls. The expectation unfortunately 
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proved unfounded, due to the combination of events 
which adversely affected the general economy in 
the last half of the year. in the first six 
months of 1958 the refinery has operated below 

its design capacity. 

The Sarnia Refinery is equipped to 
manufacture motor gasoline, kerosine, heating 
oll, residual fuel oil, butanes, and fuel gas. 

It is too small to support the economic manufacture 
Oi tubrLeating, ofl. At the same time it has 
proved thus far to be too large to find outlet 
within Canadian markets developed to date by 

Sun Limited for the total quantity of motor fuel 

it is capable of making. Sun Limited has been 
detained in the realization of its marketing 

goals for automotive gasoline by increasing 
competition in retail sales and the rising cost 

of service station construction. 

SARNIA REFINERY CRUDE SUPPLY: sun 
Limited's entry into refining was made in 
anticipation of providing an outlet for western 
Canadian crude oil production, part of it re- 
sulting from Sun Oil's continuing investments in 
exploration and drilling. At the time the crude 
supply for the Sarnia Refinery was planned, 
western Canadian crude was accessible only by 
water transportation from Superior, Wisconsin. 


However, discussion of an extension of the 
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Interprovincial Pipe Line was prevalent, and this 
mode of transport was much to be favoured over 
the use of lake tankers. ine extensionvor 
Interprovincial was taken into account in future 
planning. In the meantime, however, through a 
combination of economic factors and business 
opportunity, Sun Oil had engaged in two pipe 
line projects which fitted neatly for an interim 
period into the? solution of “che Sarnia Refinery 's 
crude supply problem, 

In 1949, in a move essential to 
the maintenance of the competitive position of 
its refinery at Toledo, Sun Oi1 joined with 
Standard Oil Company (Ohio) to build a large- 
diameter crude oil pipe line from Longview, Texas, 
to Mima, “OhnLo. For this purpose the Mid-Valley 
Pipe Line Company was organized. Over and beyond 
the money directly invested, Sun Oil and Standard 
Oil Company (Ohio) each guaranteed repayment of 
50 per cent of the original borrowings by Mid- 
Valley amounting to $49,500,000. As of December 
31, 1957, nearly $22,000,000 of mortgage bonds 
obtained by Mid-Valley were yet to be repaid. 

From its terminal at Lima, the Mid- 
Valley line joins another common carrier - - the 
Buckeye Pipe Line System, in whiten Sum: Oil has 
no ownership. Directly and through this and 


other interconnections, the Mid-Valley Line deliver 
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erude oil from the Guif Coast-Southwest area to 
refineries located at Toledo (including Sun's), 
Findlay, Lima, Cleveland, Canton and Cincinnati 
in Ohio, and at Latonia, Kentucky, and Magnolia, 
Arkansas, 

A map of the Mid-Valley system and 
interconnecting lines is shown as an attachment 
to this submission. 

The Mid-Valley line is approximately 
1,000 miles long and is constructed of 20- and 
2e-inch pipe. Its capacity is approximately 
255,000 barrels daily. iy, L952 Guill’ OL Corpera= 
tion purchased a 9 per cent interest in Mid- 
Valley. 

The second pipe line project which 
subsequently figured in the Sarnia Refinery's crude 
supply was started in 1950 and completed at a cost 
of $2,700,000 in January, 1951, by Susquehanna 
Pipe Line Company, “predecessor to sun Pipe lane 
Company, a wholly-owned Sun Oil subsidiary. This 
is an 8-inch products pipe line extending from 
pun Olle Totedo Refinery to-a. Large: Sun-Og? 
terminal at River Rouge, Michigan, and thence to 
sarnia. The Toledo-Detroit section was made 
imperative by a sharp expansion in volume of 
business through the River Route terminal. The 
Detroit-Sarnia section of the line held several 


possibilities. Firat, it dnticipated the tutere 
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crude requirement of the Sarnia Refinery, tieing 
in with the Mid-Valley-Buckeye systems, Second, 
the line could ultimately be used also for the 
transportation of poducts., THAIN, 2G provided 
an immediate opportunity to reduce costs in the 
delivery of butylene to the Polymer Corporation 
at Sarnia. Sun Oil had been a successful 
bidder in supplying this Canadian Government- 
owned synthetic rubber plant, and for lack of any 
other available transportation had been required 
to make high-cost shipments by rail from Toledo. 
In the interest of assisting the Polymer Corporation, 
construction of the line to Sarnia was completed 
almost three years before the Sarnia Refinery 
came on stream. Completion of this line enabled 
Sun Oil to make a significant reduction in the 
laid-down cost of butylene at Sarnia. 
Contemplating the completion of the 
Sarnia Refinery, then, it was apparent that it 
could take over part of the task of supplying 
butylene to the Polymer Corporation. This 
would reduce the load on the Toledo-Sarnia line, 
giving the line sufficient capacity to handle the 
erude requirement of the Sarnia Refinery in addition 
to intermittent shipments of heating oils made 
subsequently to meet peak winter demands. To 
accomplish all this, a second products line from 


Toledo to Detroit would be needed. This second 
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line was completed in July, 1953, and the very 
limited storage constructed at Sarnia was supplied 
with Southwestern United States crude by the 

time the Sarnia Refinery began its initial runs 

in November, 1953, 

It was at this approximate time that 
the Superior-Sarmia extension of the Interprovincial 
System was completed. the Sun organization dia 
not, however, look upon the conversion of the 
Toledo-Sarnia line as committing the Sarnia 
Refinery irrevocably to United States CIUGeZOUL 
as the subsequent record bears out. On the 
other hand, having conceived and commenced these 
facilities before an economic alternative was 
available, and having committed funds to then, 
both directly and by guarantees, it was 
obviously desirable to operate them and to 
attempt to make them pay for themselves. 

From the beginning until March, 1957, 
the Sarnia Refinery operated exclusively on 
United States crude. In that month, it commenced 
running 4,000 barrels per day of Interprovincial 
Pipe Line Mix which continued until October 1, 
ial No Canadian crude was run for the next 
90 days. On January 1, 1958, the Sarnia Refinery 
resumed the use of Canadian crude at a rate of 
6,000 barrels per day, and in June, 1958, the 


rate was doubled to 12,000. It is our expectation 
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that this rate will continue for Some time, but 
that ultimately the Sarnia Refinery will operate, 
as originally planned. LOO per cent on Canadian 
crude, 

The background may be of interest to 
VOU. For the first two to two and one-half years 
of its operation, the Sarnia Refinery exercised 
extreme measures to avoid the production of 
resiquala7uel ‘oLl; sun Limited had not been a 
marketer of this product; consequently it had no 
outlets. Because of its nature and the effect 
of extreme winter temperatures, residual fuel 
oil requires extensive Storage and expensive 
transportation, It is at the same time a low- 
value product and yet one which can shuta refinery dan 
unless shipments bear a reasonable relationship 
to storage and the rate of output. While Sun 
Limited worked to develop markets for this product, 
the availability of lower residual-content erudes 
from the United States was a decided advantage to 


the continued operation of the Sarnia Refinery. 
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When, in early 1957, the various factors 
bearing on the situation were as a matter of busi- 
ness judgment favourable to the utilization of 
Canadian crude at the Sarnia Refinery, an unusual 
arrangement had to be worked out in the absence 
of a direct connection between the Sarnia Refinery 
and the Interprovincial line, The arrangement 
consisted of an agreement with fmperial Odd. 
Limited to receive and transfer Interprovincial 
Pipe Line Mix for Sun Limited, This was accom- 
plished with a combination of pumps at the Imperial 
refinery and at the pumping station hear Sarnia 
of the Sun-Canadian Pipe Line Company Limited. 
These pumps handle the back-haul movement from 
Imperial to Sun Limited through a short inter- 
connecting pipe line constructed for the purpose, 

Sun Limited paid for the original pump 
installation and under its arrangement pays 
Imperial a per-barrel terminaling fee. When it 
became possible in June of this year to double the 
Sarnia Refinery's utilization of Canadian crude, 
additional expenses were incurred to expand these 
Pacdi2vies, 

The original arrangement for the move- 
ment of Canadian crude to the Sarnis Refinery was 
made in February, 1957. The following month 
sun Limited arranged for a meeting on April 12, 


1957, with Interprovincial Pipe Line Company to 
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discuss a direct connection with the Sarnia Re- 
finery. Following this meeting, Sun Limited 
supplied to Interprovincial an engineering print 
of the tankage at the Sarnia Refinery necessary 
for Interprovincial's design of the interconnec- 
tion. Finally, by letter dated August 14, 1957, 
Sun Limited informed Interprovincial as follows: 
"We hope that we can be in a position 
to receive Canadian crude via Interprovin- 
celal by May of 1958, We cannot be very 
definite at this time as to quantity; 
but it will vary from 5,000 to 20,000 
barrels per day. It is our intent to 
eventually run all Canadian crude, and 
within six months to a year, we should 
average 20,000 barrels per stream day." 

On March 21, 1958, Interprovincial 
informed Sun Limited that it had made considerable 
progress in obtaining right of way for the inter- 
connecting line and that it expected to be able 
to deliver crude directly to the Sarnia Refinery 
beginning August 1, 1953. An investment of 
$400,000 was necessary to handle direct receipts 
of crude from Interprovincial. 

I might add that that $400,000 was by 
Sun Limited; we do not know about Interprovincial. 
The gap in the Sarnia Refinery's use 


of Canadian crude during the last quarter of 1957 
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also is worthy of comment, Growing out of the 
Supply difficulties occasioned by the closure 

of the Suez Canal, Sun Oil entered, Into.addi = 
tional crude purchase contracts in the United States 
extending to December Sake Leer Suez opened 

much earlier than anticipated, LHLS pecOup led 
with the general downturn in economic conditions, 
created a serious condition of erude over-supply 
for, sunO21, Its efforts to be relieved of the 
additional crude purchase contracts it had under- 
taken were unavailing. To the extent of 1,000 
barrels daily for a period of three months, Sun 
Limited contributed to the solution of this diffi- 
culty on the part of the parent company. 

The 12,000 barrels daily of Canadian 
crude now being run at the Sarnia Refinery ex- 
ceeds Sun Oil's net production in Western Canada 
by approximately 7,000 barrels per day; exceeds 
its economic allowable by approximately 5,000 
barrels per day; and falls short of its Maximum 
Permissive Rate by approximately 2,300 barrels 
Dern vy. As these figures indicate, Sun Limited's 
refining operations at Sarnia now provide a market 
for Canadian crude substantially exceeding the 
parent company's present production and close to 
the total quantity of Canadian crude that the 
parent company could produce under optimum con- 


ditions of demand, 
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Above the 12,000 barrels daily of Canadian 
crude now being utilized, Venezuelan erude is 
being purchased at a rate of 5,000 barrels per 
day to make up the balance of runs to stills 
at the Sarnia Refinery which presently total 
17,000 barrels daily. This crude reaches the 
Sarnia Refinery from the U. S. Gulf Coast via the 
Mid-Valley, Buckeye and Sun Pipe Line Company 
Lines. 

Before in fact commencing the run of 
the Venezuelan crude at the Sarnia Refinery, 

Sun Limited and Sun O11 made earnest efforts to 
trade this crude with eastern Canadian refiners 

in exchange for western Canadian crude which could 
be brought to the Sarnia Refinery via the Inter- 
provincial line. 

Sun Limited's Marketing Operations: 
sun Limited markets in the Provinces of Ontario 
and Quebec. it operates pipe line terminals and 
warehouses at London and Hamilton, a pipe line 
and marine terminal and warehouse at Toronto, 
and marine terminals and warehouses at Cobourg, 
Morrisburg and Montreal. The Toronto terminal 
includes a plant, recently completed, which marked 
a further step in transferring to Canada operations 
formerly conducted in the United States. This 


plant now handles the blending, canning, barreling 


and packaging of motor lubricants, greases and 
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other products for the Canadian market. It 
represents an investment of $1,600,000, 

Sun Limited also supplies the bulk 
plants of four distributors whose operations 
cover part of the Ontario market served by Sunoco 
automotive products. Including service stations 
and other outlets served by these distributors, 
Sun Limited markets automotive products at 
retail through a total of 755 outlets. 

Efficient distribution of products by 
Sun Limited is greatly facilitated by the Sun- 
Canadian Pipe Line, already mentioned. ns 
line, constructed at a cost of $5,400,000 
carries products eastward from the Sarnia Re- 
finery to the terminals at London, Hamilton and 
Toronto, It was built to deliver 17,500 barrels 
daily with a single pumping station at Sarnia. 
This capacity can be doubled with the addition 
of more pumping stations. Financing for the 
Sun-Canadian line was arranged through Canadian 
insurance companies and banks, with Sun Limited 
and Canadian O11 Companies Limited providing 
the customary guarantees. 

Lubricating oils and industrial pro- 
ducts which the Sarnia Refinery is not able to 
manufacture Be brought in by water from the 
Sun Oil refinery at Marcus Hook, with the ex- 


ception of limited shipments which must still be 
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made by rail into Montreal. The St. Lawrence 
River and the New York State Barge Canal both 
figure in the water movements of these products. 
Sun Limited also imports furnace Oils by water 
and pipe line to handle peak winter requirements. 

In all aspects of its business, the Sun 
organization has traditionally sought, through 
extensive plow-back of profits and the prompt 
abandonment of inefficient facilities and methods, 
to apply an aggressively competitive approach 
which has resulted in direct and tangible benefits 
to the public, 

In the case of Canadian consumers, Sun 
Limited in April, 1954, adopted a pricing policy 
that brought a new element of competition to 
automotive gasoline markets in Ontario and Quebec, 
Prior to that date Sun Limited marketed one motor 
fuel, This fuel met the Ethyl Corporation 
specifications for premium grades. Since April, 
1954, the identical product has been marketed 
continuously at prices competitive with the 
regular grades offered by others. Within 12 
months of the change-over the average octane 
quality of regular-grade gasolines marketed by 
the industry in eastern Canada increased. eG, 
Montreal, for example, the increase was from 
86.8 to 89.1 octane as determined by analyses 


published by the Du Pont Company. 
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Within the past few weeks Sun Limited 
has introduced a completely new system of custom- 
blending motor fuels which represents the most 
radical engineering advance in the technique 
of gasoline marketing in forty years. re, 
too, provides tangible benefits to motorists. 

Canadian Production Activities: There 
is appended to this submission Table A which pro- 
vides details on the producing and non-producing 
land holdings of Sun O11 in western Canada, 

| In summary, this table shows that in 

| the Provinces of Alberta, Saskatchewan, Manitoba, 
British Columbia and the Northwest Territories, 
4,343 leases covering 1,471,841 net acres, and 
e7 reservations covering 701,423 net acres. 


sun O11 has non-producing land holdings through 


In the Provinces of Alberta, Saskatche- 


| 
wan and Manitoba, the producing land holdings 
include 87 leases covering 42,611 gross acres 
and 19,064 actual producing acres. In addition, 
in Alberta, there are three reservations 


covering a net acreage interest of 26,157, of 


which 1,294 acres are capable of production. 


mately 85 per cent, or 3,760, are freehold leases. 
The balance of 670 are Crown leases. 
Sun O11 has acquired at Crown Reserve 


Of the total of 4,430 leases, approxi- 
sales four proven and semi-proven leases in 
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Alberta totalling 1,119 acres and three of 
in Saskatchewan totalling 480 acres, 

Appended to this submission on Table 
B is a detailed statement of Sun Oil's producing 
wells in western Canada, Summarizing the data 
on wells, it will be noted that Sun O11 has a 
net interest in 199.25 oi1 wells of which 16,88 
net interest wells are shut in. Sun O11 also 
has a net interest in 14.64 gas wells, of which 
14,25 net interest wells are shut in. Its 
net gas production is approximately 270,000 
cubic feet daily. 

Sun Oil's production and allowables 
from wells in western Canada are shown on Table 
C, attached, Net production of o11 is approxi- 
mately 5,000 barrels daily, contrasted with an 
economic allowable of approximately 7,000 barrels 
daily and a Maximum Permissive Rate of 14, 387 
barrels daily. 

To complete the picture, Sun Oil has 
an overriding royalty interest in six oil wells 
producing 13 barrels per day and an overriding 
royalty interest in 13 gas wells in British 
Columbia that are shut in awaiting a market. 

In 1955, Sun O11 joined with 15 other 
western Canadian oil producers in constructing 
the Westspur Pipe Line which connects Saskatche- 


wan oil fields with the Interprovincial line at 
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Cromer, Manitoba, Sun Oilts interest in 
Westspur is 5 per cent, 

sun Oil has maintained an active inter- 
est in the development of the oil sands of the 
Athabasca region for the past five years. ike 
1952 two prospecting permits covering approxi- 
mately 100,000 acres were obtained from the 
Alberta Government. They are located near 
the Bitumont Plant on the McMurray River north of 
the town of McMurray. In 1953 and 1954, Sun 
Oil expended $131,209 in core hole programmes and 
electric log interpretations to evaluate the 
amount of oil sand and overburden present. In 
addition, Sun O11 engaged in process research 
applicable to heavy oils which to date has 
exceeded $1,000,000 in expenditures. 

In 1955, the permit for ‘one of the 
two tracts was surrendered, and lease application 
was made covering 11,200 acres on the other. 

During the course of its exploravory 
work on oi1 sands, Sun Oil negotiated with 
Abasand Oils Limited and consummated a contract 
covering their Mildred Ruth Lake properties, an 
area explored by the Dominion Government. The 
Sun Oil-Abasand Oils lease encompasses 3,840 
aeres, in which Sun"OTi's interes, is” 7/5 per 
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into the economic development of the oil sands, 

Sun's Canadian Objectives: On May 
15, 1954, at ceremonies dedicating the Sarnia 
Refinery, the Chairman of the Board of Directors 
of Sun O11, Mr. Joseph N. Pew, Jr., made this 
Statement: 

"As Sun Oil Company Limited develops 
in its organization as an integrated opera- 
tion, we do not look forward to it remain- 
ing forever as a subsidiary or daughter 
company to our parent Sun Oil Company. 

We confidently expect ere too many years 
have elapsed that it will emerge rather 
as a sister organization with common 
ideals and philosophies, but nevertheless 
as a completely independent entity, as 
befitting companies operating under 
different though kindred flags." 

This is a clear statement of the in- 
tentions of the Sun organization. In providing 
risk capital for the development of Canadian 
oil and gas production, in investing in the 
Sarnia Refinery, in the Sun-Canadian Pipe Line, 
and in the further development of the distri- 
bution system, the Sun organization has worked 
toward the realization of the goals of inte- 
gration and independence outlined by Mr. Pew. 


As a part of the Canadian economy the Sun 
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organization has been determined, on the basis of 

SoLlicy., oO contribute to things that are good for 

Canada and to refrain from doing things harmful to 

Canada. 

The number of employees of Sun Limited 

has' increased from 197 in 1947 to 547 in 1957. Of 
the total number of employees, 92 per cent are 
Canadian citizens, 5 per cent are British citizens, 
I per cent are U.S. citizgend,. 2 per cent are 


citizens of other nations. Among the managerial 


group of 27 individuals, 24 are Canadian Clti zens: 


| one 16 a British citizen. and two ere U.S) ditizens. 

Sun Oil's Canadian production activities 

| disclose a similar picture, There were only three 

| or four employees in 1945, whereas today there are 248, 

: of whom 92 per cent are Canadian citizens. The mana- 

gerial and technical group consists of 22 individuals, 
including 12 Canadians and 10 U.S. citizens. 


It should be pointed out that the managerial 
groups referred to are exclusive of officers or 
directors. None of the present officers or directors 


of eivher Sun O21) or Sun Limited es Cansdien cit. 


Particularly within the past two years 
excellent progress has been made in shifting from 
the United States to Canada a great variety of 


functions and administrative controls. Some 
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or the shifts of functions have been made at a 
temporary sacrifice in economy of operations, but 
they were a necessary part of the deliberate 
programme of integration within Sun Limited which 


is now under way. 
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A major obstacle to integration and in- 
dependence for Sun Limited continues to be the 
high operating losses incurred in the Canadian 
production activities of the Sun organization. 

It is not likely that individual stockholders 

would be content to invest in a Separate undertaking 
for such a long pull without return as has been the 
case with the venture capital employed by Sun Oil 

in Canadian exploration and production on behalf of 
the ultimate benefit of Sun Limited. 

Another obstacle is the fact that the 
capital requirement necessary to maintain sun 
Limited's position as a refiner and marketer 
in the Canadian petroleum industry exceeds its present 
earnings power, As of Deceniper ™ 5) 1957,"sun 0121s 
investment in Sun Limited, together with earnings 
retained by Sun Limited, totaled $44,100,000. sun 
Limited has not paid any dividends to the parent 
company; all funds have been reinvested for the 
further development of the business in Canada. 

As the figures given indicate, the combined 
Sun Oil investment in Canadian production and in 
Sun Limited amounts to $100,600,000. 

From the standpoint of the Sun organization 
as awhole, the investment made in Canada is regarded 
as sound andcesirable, and in the best interests of 
the Company's stockholders. The foundation has 


been laid for a healthy Canadian company of 
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substantial value. Integration, which in the oil 
industry is both a consequence and a method of 
competition, is considered to be a fundamental 
necessity in building successfully upon that 
foundation, It is a management principle of the 
Sun organization to base integration on the 

ability of each segment to earn profits within 

the limits of standards established within the 
company. Giving Sun Limited the ability to com- 
pete elfecvively On Ghis. basis before the umbiliveal 
cord is cut has from the beginning been Sun Oil's 
objective. The date is drawing closer, but economic 
events of the past year and a half have served to 
delay its attainment, 

MR. DUNLAP: COMMENTS ON SPECIFIC 
QUESTIONS and TERMS OF REFERENCE, 

Markets for Canadian Crude: PE Sur Ooo: 
could market today all of the crude oil which it is 
capable of producing in western Canada, its 
Canadian production operations would begin to show 
& PPOriG and, other things beine equal 2v could 
proceed with the integration of production into the 
structure of Sun Limited as it has long planned. 
Therefore, an expanding market for Canadian crude is of | 
direct interest to the Sun organization. 

The growth in Canadian crude production 


and consumption over the past ten years, charted 


on graph paper, represents the type of curve that 


io mn 


wth: 
sew ips een ane Pose th 
iva. 
a ain 
112 sited é sail sno 


ielatbbystert 


reps vein ana i 


re? hs 


~1y ii: | iy. pede ‘* 0.4/5 
Teel 09 a ig hee aa 1 "i tl 
ine cA % cate! | m— - 


“eo Deeks et 


ia 
’ 


Aue : bit + enaymes a 
4 : ij 


NT: ee EV Sat Ie Se 


1 


See ela. Te 


TRE AM 


se ; ans - 
ia i ney ise, broil ’ 


Pr Paton 


foe 


° * 


Wert PA in 


iy 


dis is nt A eth pie 


Ty . i ue ‘ 


rh 
ee) a 


io ee) hiMeeet ee 
eo Peer A ia) Je 
in, a Ue yh: 


t 4 i 
gets ha ai cphagalat Asie 


if u 
sts rit sa 


ANGUS, STONEHOUSE & CO. LTD. ((eg 
TORONTO, ONTARIO 


hungry business men see in their dreams. Exports 
contributed significantly for the first time in 

1955 to the graceful upward arch of the curve. 
Following the first quarter of 1957; exports 
declined and domestic consumption leveled off, This 
is not surprising since economic activity throughout 
history has invariably been marked by ups and downs. 
The leveling-off of the curve in Canada was not 
exclusive to this Nation, but was experienced to 

any even more severe degree in the United States, 

The business systems of the two countries are 
systems of profit and loss, and it has customarily 
been the periods of loss that have caused business 
men to bestir themselves to the degree that improved 
methods and advanced technolosies ensued to the 
everlasting benefit of the public. 

This comment is nou made Trivolousiy, but 
in the earnest conviction that if business men are 
to enjoy the rising opportunities afforded by the 
competitive enterprise system, they must stand 
ready to take the bitter with the sweet when a 
Temporary Convuraction takes place. The game 
should not be played under one set of rules when the 
market is rising and under a different set when a 
deciane seus ih 

The recent faltering in the upward curve 
or “Ganadian “crude oll producthbon *“reriecus,,2n” our 


judgment, a temporary situation, It will pass and 
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the upward trend will resume, responding to 
precisely the same economic incentive that 
Stimulated its growth to date, unless some un- 
forseeable, artificial wien is taken to deny that 
incentive. 

It is a matter of record that the LAN OLAS 
ang Droducvion of crude oi] in the United States 
is becoming more difficult and more costly, and 
unless another East Texas oil field or two should 
be discovered -- a possibility which we do not 
discount -- the long-term outlook is one of in- 
creasing accommodation to imported oil as a sup- 
plement to the deficiency anticipated in domestic 
production. 

We have not engaged in an economic study 
of the short-range and long-range prospects for 
increasing utilization of Canadian crude within 
its economic market. We have examined the results 
of such studies presented to you in submissions by 
other companies and we are not prepared to quarrel 
with the conclusions. Forecasting is at best an 
inexact science, the outcome of which depends always 
upon assumptions. If certain forecasters who were 
in authoritative positions with complete access 
to ali the "facts" nad been Correct... vhexcr! 
resources of the United States, for example, would 
have been completely exhausted in 1929, or 1935, 
or 1942, depending upon which forecaster you listened 


4 


to. Had their forecasts proved true the United States 
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market for Canadian crude oil would now be a large 
one, indeed, 

Pundamentally, our long-run outlook is 
optimistic concerning the economic development 
and growth in population and demand throughout 
the whole of the great mid-continent area extending 
both north anc south of the Canadian-U.S,. border, 
fOLS', plus..the West Coast, seems to be the natural, 
economic market for the land-locked oil of western 
Canada. 

Now, the question which appears to have 
been before you is not whether demand for Canadian 
Oil will increase, but how fast it will do so. How 
importantly the speed of growth in Canadian crude 
Oil production is related to the economic well- 
being of the Nation, as opposed to the importance 
of the low-cost availability of petroleum as an 
encouragement to accelerating per-capita consump- 
tion no matter where the petroleum comes Crom saers 
a question for ‘economic analysis beyond our 
competence. 

It seems clear to us, however, that the 
stimulation of production by such a means as con- 
fining consumption in Quebec and surrounding areas 
Supplied by Montreal refineries to products made 
from western Canadian crude could have no other 
effect than to discourage increasing per-capita 


consumption through higher prices in that Province 
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and beyond, The economic implications of this 
proposal have been outlined in Submissions which 
you have received from many Others, Tittle 
purpose would be served by repetition. They make 
it evident that considerations beyond the realm 
of economics would have to be the justification for 
a favourable decision on this proposal, 

In the long term, we do not believe that 
Canada would benefit from the artificial barriers 
which would necessarily have to be erected to in- 
sulate western Canadian crude at Montreal against 
the competition of other crudes accessible to water 
transportation. 

Equalization of Taxation: One poinu 
which has arisen during the course of your inguiry 
concerns the correction of inequities in the tax 
treatment of Canadian producers versus producers 
in Canada who are subject to the tax laws of the 
United States. 

As matters now stand from a tax stand- 
poing, it is to the overall advantage of Sun Oil 
tO retain direct ownership and control over its 
exploration and production activities in western 
Canada as opposed to their integration into Sun 
Limited. Ths alone Te notre -surlicienc itacror 
TO prevent such an invecratron, “but ib ts 
certainly a significant consideration. 


A point of discontent which seems cto have 
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reached currency in some quarters in Canada these 
days concerns the extent to which United States 
capital is employed in Canadian resource development. 
The net effect of Canadian tax regulations is one which 
does not encourage Canadian citizens, private or 
corporate, to commit risk capital to these develop- 
ments to the degree that the tax regulations of 
the United States provide a positive incentive to 
ExpDLOre Convinuously. 

Policies Concerning Pipe Lines: 

Competition in the development and use 
of more eriicient’ transportation facilities has 
produced substantial benefits for the ultimate 
consumers of petroleum products. Pipe lines, both 
crude and product, are bulltsby~-ollecompantes, ror 
the same reasons that they build super tankers -- 
either to gain a cost advantage in relation to com- 
petitors, or to overcome a cost disadvantage in 
relarion (oO competicvors.) vin either ease tie 
ultimate consequence is lower cost of operation 
by all concerned in the affected market area, since 
all sellers must meet the price of the most efficient 
operator if they are to continue in business over 
the lone term. Out of such lower costs come price 
advantages which consumers enjoy. 

Unfortunately, concepts of the public 
interest in transportation which grew out of the 


—_— early days when railroads had a monopolistic 
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control in the transportation field in caer as 
well as in theory, have carried over into un- 
necessary and unrealistic regulation of crude oil 
and product pipe lines, 

What needs to be understood is that 
crude oil and product pipe lines are as much an 
industry facility as an analog computer devoted 
to the analysis of oil field reservoirs. The 
public interest in these lines should be one of 
encouragement and of insuring safety and prohibit- 
ing nuisance, Regulation extending beyond this 
point results primarily in wasted motion, and in 
an economic activity every wasted motion must be 
paid for by someone, somewhere, sometime, 

So far as Sun Limited's direct experience 
in pipe line operation is concerned, there were no 
extraordinary delays in obtaining the required 
approvals for construction of the Sun-Canadian 
Pipe Line and once construction had started the 
line was completed in 132 days over its 200 mile 
length, 

Natural gas pipe lines developed in the 
United States under a set of circumstances different 
from those which traditionally surrounded crude oil 
and product lines and regulations applying to them 
have multiplied and compounded. 

We have no specific suggestions concerning 


any current natural gas pipe line projects in Canada, 
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but looking to the future we wish to Suggest that 
the avoidance of governmental controls ig a desir- 
apie euiGi nes principle, in considering the public 
imverest in pipe line projects of all types. 

With respect to natural gas pipe lines, 
specifically, we would urge that in the development 
of governmental policy the door not be barred to 
recognition that a natural gas pipe line can be 
constructed purely as a carrier, with buyers at 
one end dealing directly with sellers at the other, 
each side negotiating in light of the circumstances 
which it. Gonfrronts.. 

Buyers who are local distributing companies 
are already under utility reeulation, a fact which 
would be taken into account in negotiations from 
their standpoint. Public Interest: Tn industrval 
buyers is minimal, and in any event the industrial 
buyer will negotiate on the basis of process require- 
MenvS and relavive Luel. Costs, witmreonper bloneia 
his own markets requiring him to make decisions in 
the public interest -- i.e., favouring lowest cost. 
Gas producers are subject to the laws and regulations 
whieh apply bo their particular business. “financing 
for a pipeline under this arrangement could not be 
obtained unless..it represented a sound business 
proposition, Consequently, it seems to us that 
adequate protection of the public interest would 


exist, permitting continued application to natural 
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Gas pipe lines of the limited Dominion resulations 
under which crude oil and product lines have been 


encouraged anda have operated for the publie coo. 
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On the question of the exportation of 
natural gas, our only observation LSeGnaG Li oe 
is logical to seek export markets for Canadian 
crude oil, which we believe it is, then it would 
seem equally logical to seek export markets for 
Canadian natural gas, 

MR. ASKEW: National Energy Board: 

Throughout the world for the past 30 years 
there has appeared a tendency to abandon the common 
philosophy under which the English-speaking nations 
achieved greatness. That philosophy was grounded 
in religious principles and the rule of law. Its 
principal tenet was individual liberty. In economic 
affairs, the practical expression of this philosophy 
was to be found in the free market system with the 
opportunity it provided for individual freedom of 
choice. 

The flight from this philosophy has been 
characterized by a growing effort to place the 
planning of the economic affairs of men in the 
hands of government, and increasingly to substitute 
rule by agencies, bureaus and boards for rule by law. 
The process continues, despite repeated evidence from 
history, extending from the days of Confucius to 
modern times, that rather than contribute to the 
material well-being of the people, it tends to dull 
and eventually to snuff out the very inventiveness, 


ingenuity and enterprise upon which economic progress 
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is based. 

It is upon these considerations that we 
urge a lonerhard lookvat the proposed National 
Energy Board and the functions and authorities to 
be assigned to it. No matter how innocuous may 
their charters seem, such agencies have been shown 
by history to yield to irresistible pressures to 
extend their activities, compound their regulations, 
and confuse those over whom they have JUPLS dict len, 
They tend to become foci for every unrest, and soon 
are engaged less in protecting the people than in 
equalizing competitive capabilities. In this 
process they negate inherent economic advantaze and 
deny its benefit to people. 

CONCLUSION, We have sougnt to provide 
a factual recital of the activities, with under- 
lying background, of Sun Limited. Our purpose was 
to furnish information on the origin, development 
and aims of one Canadian subsidiary of a United 
States oil company in the belief that, as an example, 
it would serve to give the Royal Commission on Energy 
a more complete understanding of the considerations 
faceq by such a company and “che results i ‘has 
achieved under existing laws, regulations and policies 
affecting the Canadian petroleum industry. 

We have sought also to express our considere 
judgment on specific questions and terms of reference 


in the charge to the Royal Commission, and we will 
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be pleased to answer any further specific questions 
to the best of our knowledge and aoe Loe 

Our concluding thought is that the 
petroleum industry in Canada has experienced in the 
past ten years one of the most remarkable growths 
ever recorded by any industry anywhere, Great 
impetus to the discovery and development of Canadian 
oil has, of course, been given by the positive 
encouragement from a tax standpoint which the laws 
of the United States afford. Adoption of comparable 
tax treatment by the Canadian Government would help 
not only to expand the incentive to discover, develop 
and produce Canadian oil, but would tend over the years 
to shift more of the emphasis of ownership and control 
ih tUhnisactivity into Canadian hands. 

Aside from this, the spectacular growth 
of the Canadian petroleum industry has been achieved 
under Canadian laws, regulations and policies which 
substantially exist © today. These, Ln our judenens, 
are deserving of study, for if sthey have encouraged 
so much in so short a time are they not worthy of 
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Nat apace, 


SUN OIL COMPANY Producing Wells in 
Western Canada -As of May,1958. 


OIL WELLS 
Producing Shut-In Total 
Province Gross Net Gross Net Gross Net 
Company Operated - Working-Interest Wells 
Alberta 52 16 - - 52 46 
Saskatchewan 87 OG Cig 8 95 94.61 
Manitoba AT U7 6 6 53 53 
Bricvish ~ a es = a om 
Columbia a 
TOTAL 186 LTS. Cle iy 14 200 193.61 
Qutside Operated - Working-Interest Wells 
Alberta 2 igomuee |! igor He 2,14 
Saskatchewan 3, 22 OOF re - 34, 2.00 
Manitoba - - - - - - 
British - ~- 2 0 S: 1, 5¢ 
Columbia ms 7” a 
TOPAL a6 EN eid 6 aay 2030 1 45 5.64 
GRAND TOTAL 222 ee mes 16.88 243 199.25 
GAS WELLS 
FROOUG hae Shut-In Total 
Province Gross Net Gross Net Gross Net 
Company Operated - Working-Interest Wells 
Alberta ~ - 14 6.50 Nig 6.50 
Saskatchewan - - = “ i = 
Manitoba mee = - z “i 
Poles Vein - = “ + = 
Columbia aaee Cee 
TOTAL ~ ~ Ad. 6.50 Aweh 6.50 


Outside Operated - Working-Interest Wells 
Pa erated ra Ae od end? Bo BBB NCD cas 


Alberta ah py. TOD 22 (son 
Saskatchewan 18 - 
Manitoba - 
aE or) - 
Columbia res 
TOTAL 19 
_19 


GRAND TOTAL 
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SUN OIL COMPANY Production 
and Allowables from Wells 
in Western Canada - As of May, 1958 


Figures in Barrels per Day 


PRODUCTION 


Province Gross Net 


Company Operated - Working-Interest Wells 


Alberta Ne AS 1,345 
Saskatchewan 59910 2,865 
Manitoba 850 T40 
British Columbia ~ - 
TOTALS 


5,895 4,950 
Outside Operated - Working-Interest Wells 


Alberta 18 16 


Saskatchewan 82 vals 
Manitoba ~ - 
British Columbia ~ - 
TOTAL 

. 100 87 
GRAND TOTAL 5995 DOT 


Overriding Royalty Oil Wells 


Alberta fs 
Saskatchewan al 
Manitoba 2 
TOTAL 13 


< 


NATURAL GAS PRODUCTION 


7743 
ALLOWABLES 
sun's Net 

Economic Mate Gree 
ie Ge25 4,970 
3, 400 52925 
1,600 3,000 
S025 13,895 
62 Ve 
13 120 
i) 300 
212 492 
1,037 14, 387 


sun's net gas production, all from outside operated working- 


interest gas wells, is approximately 270 MCF per day. 
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THE CHAIRMAN: Thank you very much, 
indeed, Mr. Askew and Mr, Dunlap. I think that 
probably the best thing to do would be to have 
a ten-minute break, for I know there will be 
Questions that the Commission would like to ask, 


We will adjourn for ten minutes, gentlemen. 
---A short recess, 


THE CHAIRMAN: Gentlemen, we will resume 
the hearings, MPa ood tho? 

MR. PATTILLO: Thank you, Mr. Chairman, 
Mr. Askew, I would like you to turn to page 18, 
Mr. Askew, I assume you have read the record of 
the transcript of this Commission? 

MR. ASKEW: some of them, Mr. Pattillo, 

MR, PATTILLO: Well, let us deal with this 
Venezuela crude. Would you please tell us ee 
companies you or the present company have approached 
and requested that they exchange Venezuela crude 
delivered at Montreal for Western Canada crude 
delivered at your plant at Sarnia? 

THE CHAIRMAN: Mr. Counsel, I would just 
like to say this to Mr. Askew and his colleagues. 
If they had any legal advice which intimated to 
them in any way that they could come within the 
provisions of the Combines Act, I do not know 
whether we have a power or not to say that what 


they might say would not be incriminating under any 
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provision of that statute, but if they have received 
such advice I think you should probably withdraw 


your Question. 


MR. PATTILLO: I would, Mr. Chairman, 
but Mr. Macdonald, the Commissioner of the Combines 
Act, comes from Nova Scotia too, and I would be willing 
to give him security. I think this was an attempt 
at a business transaction, and we would like to know, 
in view of the information that we have been @iven -- 
and if you are not Free to tell US; Simply ‘say So. 
MR. ASKEW: Could we consider that and 
report to you later in writing? 
MR. PATTILLO: Yes, to the Chairman. 
But in any event the attempt has been made. 


THE CHAIRMAN: L Wily), puso in other 


words. - agree with Mr. Patcillo that the snrorna— 
tion in that paragraph in your brief was very —- 
illuminating as far as the Commission is concerned, 
mt LT really feel that we should not put you in a 


position of getting into trouble. 


MR. ASKEW: Mani VOU ote 

MR, PATTILLO: The only thing - - 

MR. FRAWLEY: May" Peintrerrupc, Mr. Panciiog 
Mr. Chairman, if, as a result of that question and 
answer, Mr. Askew reports in a letter to you, I would 
hope that you would not regard that letter as 
sufficiently confidential to be kept from the Oil 


and Gas Conservation Board in Alberta that has to 
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do with the nominations for Alberta crude, and my 
respect’ul submission would be that we would be 
very much interested in information of that kind. 


THE CHAIRMAN: Mr. Frawley, I would hate 


to give you any undertaking in that regard, because 
if it is filed with me I would regard it as con- 
fidential, If, on the other hand, the answer is 
such, it would take a lot to prevent me from com- 
municating it to the Government of Alberta, 

MR. PATTILLO: The only thing I would 
dike toO.ask, youis* thist Having found that your 
efforts to make an exchange were fruitless, what is 
the comparative laid-down cost in Sarnia of Venezuela 
crude as opposed to Canadian crude? 


MR. ASKEW: The figure’ that LI have here, 


Mena CAs ues total laid-down cost of 
Venezuela crude in Sarnia, Canadian funds, $3.3528 
per Darrel’, 

MR, PATTILLO: And Canadian laid-down 
Livonia’ 

MR. ASKEW: $%.3722. 

THE CHAIRMAN: That is over thevinter- 
OYrovineiel. Pipeline? 

MR. ASKEW: That as over the Inter-= 
provincial. The cost of the Venezuela is as we 
described in the brief. 

MR. PATTILLO: 2 cents less? 


MR, ASKEW: That is fiear., 
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MA A -PATP LEGO: Now, when you put that 
Drice 7c Venezuclasenude at $5.35, letwus exanine 
the components of it. Are you talking of cost 
of production of Sun Oil's own crude plus transpor- 
tation, or are you talking of posted price? 

MR. ASKEW: Posted price, 

MR. PATTILLO: Plus transportation? 

MR. ASKEW: Pilgtsh ig gisik is buen sane 

MR, PATPILEOs Will you please break that 


down ror us? 


MR. ASKEW: Poros Incidentally, that 
iS not.a Sun posted price; that is the posted 
price for Venezuela. Wanker DPrelenr coe che Sun 


Station, 20 cents a barrel. 

MR. PATTILLO: Where is that Sun station? 

MR. ASKEW: Lid) Ces GAs ee ie eG Uats 
Coast. 20 cents freight from Peurto La Cruz to 
the Sun Scceavilon in, the Gulr, 

MR. PATTILLO: Where is the Sun station 
I ener Guilt? 

MR. ASKEW: Beaumont, Texas. 

MR, PATTILGO: From Texas the pipeline 
tariff is $.495, or 49 1/2 cents. That is with 
a profit on the pipeline operation? 

MR. ASKEW: IT cannot answer that, Mr. 
Pattillo, but LT would assume se. | 

MR. PATTILLO: It would be the first 


pipeline we have heard that did now. Which 
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pipeline does that go over? 
MR. ASKEW: The Mid-Valley Pipeline. 


That was the system we described, That does 


rot add up; we have more, 


uitagit makiay= 2 
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THE CHAIRMAN: We are a cent and 
a half or more short. 

MR. ASKEW: Well, there is a pipe 
line allowance in there of 0535 -dollarssand a 
terminaling charge of 5 cents per barrel. The 
figures I am giving you now are all U.S. dollars, 
if you convert them to Canadian the total of Ecalis 
Uauy equals 2.55). Cansnian;, 

MR. PATTILLO: A portion of that 
pipe line cost would be over what I call the 
Susquehanna pipe line? 

MR. ASKEW: Well, there 2s no 
more SuSquehanna pipe line, it is now the Sun 
pipe: Line, 

MR, PATTILLO: That is what you call 
it now, I know. Now, can you tell me just how 
much of that 49 cents that is laid down at Sarnia 
is involved in the costs from Sarnia to Toledo? 

MR. ASKEW: I do not think we 
haves thar Patri lov Iewill- try tose eieeaer. you. 

MR. PATTILLO: Would you do that 
and send it to the Chairman? 

MR, ASKEW: Yes, that is Toledo 
to Sarnia? 

Mi, PATTIELO: Yes: Now, as I 
understand your brief the only refinery of your 
parent organization that iS in proximity to the 


interprovincial pipe line is the refinery at 
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Toledo with a capacity of 95,000 barrels per day, 

MR, ASKEW: That 18 correct. 

MR. PATTILLO: Do you know whether 
or not consideration has ever been given to using 
Canadian crude at Toledo? 

MR. ASKEW: I do not know, but my 
opinion is thac I do not think so - I do not know. 

Mie PATTIE Can you tell me the 
source of the crude that is being used at Toledo? 

MR. ASKEW: It is Gulf Coast - 
Southwest crude. 

MR. PATTILLO: Eeveny, Olo Lo 
Venezuelan crude? 

MR. ASKEW: NO wee ir 

Me. PATTI Is your parent 
company's affiliate in Venezuela which began pro- 
duction in April of this year only shipping to 
varntey 

MR. ASKEW: To my knowledge at 
this time that is correct, 

1h ened Bea Eh | OE Now, if I may ask you 
to turn to - I will come back to these other fages 
later but I am intrigued - I will ask you to turn 
to page 29, but before I ask you any questions 
regarding that page and the following pages what 
is the maximum capacity of the Sarnia-Toledo pipe 
line barrels per day? 


MR. ASKEW: L think 2G is 
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1,000 barrels per hour which would be about 24,000 
Parvels. 

MRP EATTILGO: I have only met the 
penulemanf once, -but~ami 1 correctsin*thinking that 
Mr. Pew wrote this part of the brief starting at 
page 29? 

MR, ASKEW: Mr, Pew? He did not 
write it. 

MR, PATTILLO: Now, in the first 
paragraph on page 29: 

"Tf Sun oil could market today all of the 
erude oil which it is capable of producing 
in Western Canada, its Canadian production 


operations would begin to show a profit and, 


other things being equal, it could proceed 
with the integration of production into 
the structure of Sun Limited as it has 
long planned," 
What other things are you talking about? 


MR. ASKEW: The other things cover 


quite a few, the refined products situation in Canada 
and everything advancing as we have planned financiall 
and otherwise. 

MR. PATTILLO: What I am thinking of, 
that is a state of facts, that is not a question 
of equity; Lsukh? 

MR. ASKEW: IT presume so. 


MR, PATTILLO: But that is what you 
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mean? 

MR, ASKEW: Yes, 

MR. PATTILLO: Given a certain state 
of facts if you could sell your Canadian production 
then you could proceed with your idea of an inte- 
grated Canadian company? 

MR. ASKEW: Ie to 5.S) PE eiat., 

MR, PATTILLO: I am very interested 
in this about the growth in Canadian crude pro- 
duction and consumption over the past ten years, 
charted on graph paper, represents the type of 
curve that hungry business men see in their dreams. 
What about hungry Governments? 

MR. ASKEW: I see what you mean. 

THE CHAIRMAN: What is good for the 
Sander 1S 2ocd Tor the goose, 

MR, FRAWLEY: Who are the goose? 

THE CHAIRMAN: I won't pursue the 
analogy any further. 

Mn, PAITELLO: IT thought it was too 
good to pass up. Would you please turn to page 
ees 

"Tt seems clear to us, however, that the 
stimulation of production by such a 

means as confining consumption in Quebec 
and surrounding areas supplied by Montreal 
refineries to products made from Western 


Canadian crude could have no other effect 
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than to discourage increasing per capita 
consumption through higher prices in that 
province and beyond, The economic impli- 
cations of this proposal have been outlined 
in submissions which you have received from 
others. Little purpose would be served by 
repevition, They make it evident that 
considerations beyond the realm of economics 
would have to be the justification for a 
favourable decision on this proposal." 

Now, Mr. Askew, whose economics are 
you talking about? 

MR. ASKEW: Well, we have examined 
superficially some of the briefs that have been 
submitted to this Commission and we would not quarrel 
with their figures because we believe too that the 
price of products under these conditions would have 


to be increased in the Montreal area, 
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MR, ASKEW: Well, I have examined super- 
ficially some of the briefs that have been submitted 
to this Commission, and we wouldn't quarrel with 
their figures, because we believe, too, that the 
price of products under those conditions would have 
to be increased in the Montreal area, 

MR PATTILLO: When you make this state- 
ment, are you approaching it from the standpoint 
of the approach that was made by your company when 
you decided you were going to take your Venezuelan 
production of crude into Sarnia? In other words, 
it was good economics for your company to do so? 


MR. ASKEW: Would you repeat that ques- 


tion? 
MR, PATTILLO: Yes. (Question repeated). 
MR, ASKEW: i think 2 Understand 17,5 Mr. 
PaAGGLLLO. I was hoping you would rephrase it. 


THE CHAIRMAN: I willl rephrase it. Were 
you looking to the major profit from the utilization 
of your own crude, or covld you take other crude 
and so make a fair profit without having to raise 
the price to the consumers? 
MR. ASKEW: Let me answer it this way: 
The running of the Venezuelan crude in Sarnia is 
part of an overall picture; that is the parent 
company's own production and transporting to 
Sarnia under facilities mostly owned by the com- | 


pany. 


MR, PATTILLO: What you are saying by 
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that statement is that the parent company has made 
a profit on production, it has made a PLOT Teen 
transportation, and it has put it in Sarnia at a 
laid-down cost at posting which is less than the 


laid-down cost at posting of Alberta Crude’: (Pe Lat 


correct? 

MR. ASKEW: iecan't sey otouwhat) extent 
they made a profit because I don't know. You. are 
saying they have made a profit. I assume they have, 


but I don't have those facts available. 
THE CHAIRMAN: Do they pay income tax, 
Mr. Askew? 
MR. ASKEW: They certainly pay income tax. 
MR, OPATTILLO: And you would agree, Mr. 
Askew, from your experience in the oil business 
that the finding and development cost in Venezuela 
13 Hov. coo niehTyecy 
MR. ASKEW: So I have read, but I have no 
experience that way. 


MR, PATTILLO: It wouldn't equal $2 a 


perre1? 

MR, ASKEW: I don't know. 

MR. PATUILLO: Well, we have evidence 
Shas 2c doesnt te When you were considering try- 


ing to trade that crude, Venezuelan crude for 
Canadian crude produced in the West, coming over 
the Interprovincial system, what was motivating 


that attempt? 
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MR. ASKEW: In our attempt -- probably 
there are two motivating things there: one was to 
attempt to get the Sarnia Refinery on 100 per cent 
Canadian crude; and the other was to find a market 
for the company's Venezuelan crude. 

Mie FATE ILLLO: And were you told by 
refiners in Montreal that they wouldn't exchange 
because they were bringing their own company's 
crude into Montreal? 

MR, ASKEW: We were not Toldsway, “pu f 
could guess why. 

MR, PATTILLO: Guess why 

MR. ASKEW: Take one company and say they 
agree on an exchange of 5,000 barrels and they 
have production in Western Canada, they wouldn't 
benefit by 5,000 barrels. 

Mi aE AVEPLELO: So from the company's 
economics it wasn't going to be a profitable deal 
for ,chem? 

MR, ASKEW: It may not be, i was How told 
why. 

MR. PATE IGLO: Tn your paragraph on page 
Se you say: 

"The economic implications of this 
proposal have been outlined in submissions 
which you have received from many others." 

Now, we have difficulty in understanding these 


"economic implications", Did you, as a man in 
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the oil business for many years, find that very 
easy to understand because it meant the economics 
of the parent company? 

MR, ASKEW: Mey Paveniioet! dontt think “the 
economics in the petroleum industry are easy to 
understand. 

MR, PATTILLO: Would you explain it as 
a person who has had a great opportunity to under- 
stand it? 

MR. ASKEW: Very “simply iethink Jean: 
to transport Western Canadian crude to Montreal, 
laid down at Montreal, at a higher cost than 
other crudes, therefore I think the profit would 
have to be higher to justify their return. 

MRS PATTILLO: Let me put this to you: 
supposing a western producer was prepared to re- 
duce Kis price so that the ‘cost or transporvation 
plus the posted price equalled the posted price 
of Venezuelan or Middle East crude, plus the cost 
of transportation laid down in Montreal. From 
your experience in the oil business and knowing, 
as you do, the operations of the parent or affiliate 
companies of the refiners in Montreal, if you had a 
free choice, which would you continue to use? 

MR. ASKEW: In other words, if I could 
lay Western Canadian crude in Montreal at the same 
price as other crude? 


MR. PATTILLO: Yes. 
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MR, ASKEW: Which would TI use? 

MR, PATTILEO: Yes -- other crude which 
was produced in Venezuela or the Middle Fast by 
one of your affiliate companies? 

MR, ASKEW: I don't think I should answer 
thac, Mr. Partillo. 

MR. PATTILLO: All right, Mr. Askew. 

MR, COMMISSIONER HOWLAND: You would use 
your own Western production first, anyway? 

MR, ASKEW: We certainly would. 

MR, PATTILLO: Mr. Askew, at the bottom 
of page 34 -- perhaps you can give me a little help 
on these pipe lines -- you say: 

"What needs to be understood is that 

crude oil and products pipe lines are as 

much an industry facility as an analog 

computer devoted to the analysis of oil 

field reservoirs." 
Now, do you use an analog computer as a facility 
for the oil industry on the basis. that ipsmuse 
PeECUrn 8 Prorac? 

MR, ASKEW: I will iet Mr, Dunlap answer 
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MR. DUNLAP: I think the implication 
there is an analog computer is something that is 
essential to the operation of your reservoir. 
Lets a facility, Ao tool: 

MR. PATTILLO: Is it an essential 
thing? If you are using a pipe line in the sense 
that it is essential to move the oil from the pro- 
duction field to the market, I understand the word 
Vraciis.ty’ ; Is that the sense in which you are 
using it? 

MR. DUNLAP: You can do the same 
computing with an adding machine or with an engineer 
and a Ship stick as you can move oil by Tail or by 
buckets. An analog computer is a more readily 
useable instrument to make your reservoir studies 
So a pipe line is a better means of transporting 
your crude, 

MR. PATTILLO: I appreciate that 
Mr. Dunlap, but that is not what I am driving at. 

I am thinking when you have a facility - - 

MR, DUNLAP: I think I understand 
what you are driving at, but that was the intention 
of this phraseology. 

Me FPATEILLO: Do you agree with me 
when you have a facility you do not necessarily 
expect to make a profit out of it? 

MR, DUNLAP: You would like to 


make 2 profit, but. you Go net necessarily deecc, 
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One thing may contribute to another, 

MR, PATTILLO: It is not correct 
to describe something as a facility and at the same 
time say that you should make a Prot at? 

MR. DUNLAP: I think there are many 
facilities; we use automobiles as a Facility in our 
business, We do not attempt to make a PROL LG iia 
the investment of the use of that vehicle. 

MR. PATTILLO: Now having got that 
Celinatien of taclilpy out of you Mr. Dunlap, perhaps 
you might turn to the next page where you say: 

"We have no specific suggestions concerning 
any current natural gas pipe line projects 
in Canada, but looking to the future we wish 
to suggest that the avoidance of Govern- 
mental control is a desirable guiding 
principle considering the public interest 

in pipe line projects of all types." 

Now, I would like to put this to you, 
and I am directing this question to oil pipe lines, 
product pipe lines, crude and product pipe lines, 
O11 pipe Lines: if those pipe Lines are to be 
deemed a facility for moving products, either crude 
or finished to market or to the refinery, in the 
light of your experience of the profit made by 
these pipe lines in North America why do you suggest 


that there should be no Government regulation of 


them? 


Societe. seme. at oo i 


‘ating. etl ja ba “wtleoa fs a8 


: fabhots aise ae 


+ 


y 


qian suk secs tea’ 7 


sane ca ts j , : a 
Oo m2 vatlese? o 26 bot sovadeia yeas | Oh § sa5 ts4f3ane = 


‘ ; ‘t rast g a toa ob. “oH waste ait 
: : i 
3 ; aa . F : ‘7 
Siolaey nel to eM a Ioewaemiceval eat 


‘ 


BEAVER Oe Teh STTAT a 


sane % Hon ENS ae 


hy 
ote 
.—) 


Kou ott at rus tigi uOpr 


¥ 


ivooge ot avd ‘ow 


iy: Lees ee snurra00 ‘rie 


ad 


Mitdool sud wabansd etl, 
' iy pt y 


= 


OR See fx tT ih . ~ 


gnitaertb me I tes 


sith sqiq Joubou 


$e5ualt 


soueo Tengete. acsouboug ‘gotvom «cod Weeitost =£ be 
’ 1 evi 


soeaam oF Herisinst o. 


set toi Sera); 9 death 


vv auoW ne sack iee et ath saeth 


2% vo) 


4 
mayevet of veal Divoda. seal B oe 
. ee A , ; bs : 


7761 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR. ASKEW: I will try to answer 
Poiat Mee Papolivoe It is the history of Government 
regulations that we are acquainted with in the 
U. S. that we believe has hindered, and hindering 
the pipe line business. That is one reason that 
we would say to avoid it is the best procedure. 

MR, PATTILLO: PLL out thi sito 
you now: If interprovincial pipe lines is the 
facility for the oil companies who are operating the 
refineries in Ontario, and in the Mid-west points 
between Edmonton and Sarnia, and the cost which they 
tell us is the cost of moving oil to Sarnia is 
de cents, what do you in your expernence i the oil 
business say is the difference between the tariff 
you are paying and the cost as representing something 


that perhaps requires Government regulation? 


MR. ASKEW: Are you talking about 
the difference in cost in the tariff that is 
paid? 


MR, PATTILLO: Yes? 


MR. ASKEW: Orvare Vou inl erring 
if we think it is too high that we are going to 
ask the Government to intervene? 

MR PATTLLEOS I am talking about 
the two statements that I have referred to, one on 
page 35 and the other one, the earlier page when 
you talk about the pipe line being a facility, and 


_— — now I am putting to you what interprovincial's 
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evidence was as to the cost and you know what 
the tariff is, now I am asking you whether in view 
of all those facts you still consider that there 


is no necessity for Government regulations of 


Oil pipe lines? 
MR. ASKEW: We don! think there 
is, other than health and safety. 
MR. °PATTILLO: Now, there is a 
wonderful paragraph on page 5/ with which I 
personally entirely agree, but my views have nothing 
to do with this matter. I would like to read it: 
"Throughout the World for the past 30 years 
there has appeared a tendency to abandon 
the common philosophy under which the English 


Speaking nations achieved ereatness. ~ That 


philosophy was grounded in reLicious 
principles and the rule of law. Its 
principal tenet was individual Liperty. In 
economic affairs, the practical expression 
of this philosophy was to be found in the 


free market system with the opportunity 


it provided for individual freedom of choice," 
Mr. Askew, I ask you as a person who 
has been engaged in business for a number of years, 
haven't you found as a matter of principle that when- 
ever your company or your industry is in trouble of 
one sort or another you rush off to the Government? 


MR. ASKEW: No®sir, © havens 
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found that to be. 

MR. PATE TUEO: The, oll industry, is 
unique? 

MR. ASKEW: No, now wait a minute, 
Let. me extend that a little bit. Usually when 
we have to go to the Government it is because 
the Government has imposed something on us that 
has hurt wes oonette industry wshabt has hurt uss 

fine, PARTIE. You read this sub- 
mission that has been put before this Commission 
by some members of your industry wherein the 
producing end of the business suggests that a 
pipe line should be brought to Montreal and 
Government support should be given? 

MR. ASKEW: Yeo sir, TL ave: read 
Lt 

MR. PPAPTILLO: You think they have 
been misguided? 

MR. ASKEW: Let us say we do 
not agree with it. 

MBs PATTIGUO: You think that would 
be in their own interests as well as the interest 
of the industry if they stayed away from such a 
proposal until such time as the economics permitted 
the line to be built by the industry 20selr, is 
that it? 

MR. ASKEW: Let me answer it another 


way; we think a system of free enterprise will take 
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care of it, 
MR. PATTILLO: Now on page 39 you 
have the statement which I would like to read 


to you; you are talking about the difference 


between the tax laws in the United States and 
Canada and then you make this statement: 
"Adoption of comparable tax treatment by 
the Canadian Government would help not only 
to expand the incentive to discover, develop 
and produce Canadian oil, but would tend 
over the years to shift more of the emphasis 
of ownership and control in this activity 
into Canadian hands." 


I wonder if you would care to expand that? 
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MR. ASKEW: Well, with more favourable 
tax treatment on the Canadian producer it gives him 
more of an incentive to explore CONTINUOUSLY, He 
is going to earn a profit. People -- Canadians -- 
will invest in his company. 

Mine PATTIOLO: You. are suggesting that 
the Canadian Government. as opposed to the United 
States Government, is taking too large a percentage 
Of the profit, or not allowing you to keep as much 
Liquid funds as the United States Government would 
permit under its laws? 

MR, ASKEW: That is as T understand it, 
I am not a tax man, by any means. 

MR, PATTILLO: But that is --- 

MR, ASKEW: As Il understand 1%. 

MR. PATTILLO: If you mien. turn pacic ta 
pace 2 --" Lam sorry that 2 Nave this 4 bpitwout of 
line, but I was so intrigued by what began on page 
29. You say there: 

"About SO per Gent of “Sun, O1bts rover 
crude oil production comes from Texas and 
Louisiana." 

As @ result of that, is Sun O11 one of the companies 
that has been taking a strong position in favour of 
Pe an the United States? 

MR, ASKEW: In favour of quotas? 

MR ¢ oPATD ToL: ves? | 


MR, ASKEW: They have not taken a stand 
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in favour of quotas, 

MR, PATTILLO: They have taken one 
against them? 

MR. ASKEW: They have. 

Mi CATE UL LOs And as I understand your 
brief, the only place where Sun O11 has had foreign 
production outside the North American Continent has 
been in Venezuela, and that was only commencing 
this year? 

MR. ASKEW: That. 28> FLSA. 

LA aa 2 Ol a 9 Meu Me See, Tie can ery. 
to get the chronology of this development at Sarnia 
of your company. As I understand it, in 1946 
you. selected the location. I think you agree with 
me . In 1949 the first decision to build the 
Interprovincial came in. That was when it was 
begun, In 1950 you built what I call the Susque- 
hanna pipe line to put products down for Polymer. 
Now, who gained the advantage of that line as 
opposed to bringing the products in by other means -- 
sun or Polymer? 

MR, ASKEW: I eannot answer that, but 
assume that both of them did. I know that the 
price to Polymer was reduced considerably as a result 
of savings on transportation. 

MR. PATTIGLO. It is my understanding 
that in 1952 the decision to extend the Interpro- 


vincial pipe line from Superior to Sarnia was made 
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and the financing was done in the late fall of 
that year, and the line was built in 1953. When 
was the refinery of Sun at Sarnia commenced? 

MR, ASKEW: It went on stream in 
November 1953, and I assume it took about one and 
a half years to two years to build. I am not 
ee sure when they broke ground. 

Mi, PAT LO: so that the Interpro- 
vincial pipe line to Sarnia was down and running, 
and my recollection 18 that it was running in’ July 
1953, before your refinery went on stream. 

MR. ASKEW: That isy true, (4). tc begen 
egy 254. 

MR, PATTILLO: If you built the 
Eee Pipe line to publ the products in ror 
Polymer, and that was the object of that deal, 
why did you not take Canadian crude then? 

MR, ASKEW: L tnink “i vou. eo. back vo 
our brief you will see that the line was built 
for two reasons. One was to get the products 
to Polymer; the other to get crude to Sarnia. 

MR, PATTILLO: Yes, but as I understand 
it from your brief the parent companies did not 
buy a substantial interest in that big line coming 
up to Toledo until --- 

MR, ASKEW: 1949, It is on page 10. 

MR PALE ELLOS In 1949 you entered into 


that arrangement with Standard Ohio to build that 
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line, but it was in 1952 that they bought a nine 
per cent interest in Mid-Valley? 

MR, ASKEW: That was Gulf. 

MEG a AGE PE Lam Sorry , That was 
Cult. I misread that. So you built the line in 
19409 

MR. ASKEW: Yes, thaws right, 

MR. PATPIDEO: In any event your decision 
to use United States crude was predicated on the fact 
that your parent company had an interest in this pipe 
line and had its production in Louisiana and Texas? 
I am not suggesting there is anything wrong in that, 
Mr. Askew. 

MR, ASKEW: I just want to get the 
sequence straight. 

MR. PATTILLO: Well, all I want to get 
eleared up is the answer to that, last Sec 
that the decision to move United States crude to 
Sarnia in the early days of the refinery at 
Sarnia was predicated on your parent company's 
production in Texas and Louisiana and its 
interest in the pipe line to Toledo? 

MR. ASKEW: That-LS rieht. Do not 
overlook the fact that the pipe line was run mainly 
for the benefit of the Toledo refinery. 

MR PATRILEOs That is right. And what 
was the laid-down cost, using the Texas post price, 


when your refinery in Sarnia came on stream, as 
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opposed to the Interprovincial laid-down cost at 
Sarnia at that date? 

MR. ASKEW: I cannot give you that. We 
sla Wgve nun mel: Aico oes Bree We can give sou current costs, but 
not on those dates. 

Mike. (PARELGLOs Well, would you give us 
Curren: Costs iret? 

MR, ASKEW: Laid-down costs in Sarnia 
of United States crude? 

Mey, RATT LLOs Yes, 

MR. ASKEW: In Canadian funds, $%.7806. 
Thao vis, for about, I think, 39 or HO Calgary 
crude: 

ME PATTILLO:s Translated into fatten 
crude with Redwater, it would be what? 

MR, ASKEW: I do not have that figure. 

E think 1D ewouldabernieher: 

MR. PATTILLO: Would you mind getting 
and supplying to the Chairman the situation when 
your refinery commenced? That would be November 
LOD. 

MR. ASKEW: Yes, sir, we will do that. 

MR PATRIGLO: And what were the differ- 
entials at that time? 

THE CHATRMAN: Mr. Askew, did you say 
you thought that the Interprovincial oil would be 
higher than the United States, or the United States 


would be higher? 
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MR, ASKEW: On the current costs, I 
think the United States would be higher. 

MR, PATTILLO: $3.78, as opposed to 
the other one, which I think is $3.37. 

MR, FRAWLEY: $3.37. What is the API 
on your United States crude? 

MR, ASKEW: 3°.4. Sulphur of .34. 

MR, FRAWLEY: You have not got the APIs 
on the Redwater handy? 

MR. ASKEW: Noo 6223 We have it on 
the Interprovincial mix. I do not know the com- 
POSIEION., 

MR, FRAWLEY: What. 4s it. on the nver- 
provincial mix? 

MR, ASKEW: APT gravity of 56.6. “Sulphur 
content of .64 per cent. 

MR. PAUTILLO: notice that cne: time 
is getting late, and we have had a long afternoon. 
Would it be inconvenient for you gentlemen to stay 
over until tomorrow morning? 

MR. ASKEW: Tt sure would be inconvenient, 
buUG we will do so Jf necessary. 


HE CHAIRMAN: Pepa ser in Usha ts 
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PRT BeOs There are so many people 
that may want to ask you a Aeon: 

MR. ASKEW: We came in from Calgary 
specially for this hearing and we are due back to- 


morrow. We could stay over until tomorrow, but 
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we would prefer not to do so. 

THE CHATRMAN: If counsel agree, we 
could have a five-minute adjournment and then carry 
on. 

Ma. FATT ILO: I am perfectly willing 
to do that and carry on. 

MR, FRAWLEY: If there is something in 
Calgary that needs these gentlemen tomorrow, I 
must oblige. 


MA PAPER: The laid-down price is 


THE CHAIRMAN: We will adjourn for five 


minutes, gentlemen. 


-~--Short recess. 
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THE CHATRMAN: We will now resume the 
hearings. 

MR, PATTILLO: I have just a few more 
questions. First, why is Venezuela crude coming 
to Sarnia rather than stopping at Toledo which would 
bet closer to the source of supply? 

MR, ASKEW: one Main reason, Mey .Patta. Ne, 
is the import restrictions in the States, but may 
1 20a Jittis further than thav, it would not co 
to Toledo, it would go to Marcus Hook if import 
restrictions were not there, 

MR. PATTILLO: Now, when you told us 
what the cost is at Sarnia of Venezuela crude, 
is that the actual cost to your company or is 
there any discount? 

MR. ASKEW: Lt Deore setual "cos7 co 
sun Limited, 

MR. PATTILLO: Sun Limited? 

MR. ASKEW: Yes. S113 

MR. PATTILLO: This rumour that we have 
heard that you are getting a discount of some cents 
per barrel is nov true? 

MR. ASKEW: That. 1s. nov, true." EL would 
dike to @ev such a discount ifs were legal, 

MR. PATTILLO: Well, we have accomplished 
a lot of things since we began but I do not think 
I can arrange that for you. What was the motivat- 


ing factor that made your company decide to increase 
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its production of Canadian crude at Sarnia from 
6,000 to 12,000 barrels in June of this year? 

MR, ASKEW: Well, it is cheaper than 
the U.S. crude that we were running. 

MR, PATTILLO: I think those are all 
the questions I have, Mr. Chairman, 

THE CHAIRMAN: Thank you, Mr. Pattillo. 
Mr. Frawley? 

MR. FRAWLEY: Me, Dundap, 2 was quite 
interested in your statement on page 6 in which 
you say: 

"By the end of a four-year period, Sun 
Limited had expended on leasing, explora- 

tion and drilling activities the equivalent 

of approximately seven years of its anticipated 
net earnings. It was abundantly clear that 
Sun Limited could not afford a production 
department on such a scale"... 

Then you go on and say that the apparent 
company, Sun Oil, took it over and organized a 
new division of the parent company's production 
department with you in charge? 

MR. DUNLAP: Yes: 

MR, FRAWLEY: Now, in the light of that 
and in that context, you were good enough to give 
me some figures and using the month of May, 1958 


you were selling 5,111 barrels against a producibility 
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"of 13,895 barrels or 38 per cént? 


MR. DUNLAP: COrrect. 

MR. FRAWLEY: So you had a shut-back 
of 62 per cent in your particular case? 

MR. DUNLAP: Right. 

MR. FRAWLEY: And that is all raeive. oO 
Sun Oil but Sun Limited did not feel, it should or 
could carry a situation like Chats chav is7eat ae. 
summing up of it? 

MR. ASKEW: That is correct. 

MR, FRAWLEY: Well, in the light of that 
does that not exactly demonstrate the difficulty 
that a small Canadian independent has to combat and 
to weather the storm in this restricted output of 
oll. in Alberta? Do you not agree phat 1s. vhe crux 
of the situation? 

MR. ASKEW: I would agree that they have 
their problems. 

MR. FRAWLEY: Yes, and it is a very much 
bigger problem for the small independent or even 
for the larger independent than for Imperial which 
is standard of New Jersey, B.A. which is Gulf, 
MeColl-Frontenac which is the Texas Company. It is 
noz such a big problem for them. 

MR. ASKEW: It is much easier for the 
larger companies. 

MR. FRAWLEY: To weather a storm of that 


kind? 
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MR. ASKEW: Yes. 

MR. FRAWLEY: Now, following up with that 
you say that pipelines are industry facilities and 
so much so are they industry facilities that the 
public interest in crude oil and pipelines should 
be one of encouragement andinsuring safety and 
prohibiting nuisance. Now, do you feel or is it 
your considered opinion to this Commission that that 
is the limit of the public interest in a crude oil 

pipeline? 

MR. ASKEW: Mr. Frawley, are you talking 
sovernment controls? 

MR. FRAWLEY: I am talking about, let us 
call it government regulation and you think those 
three things that you have pointed out in your 
brief, that that is the limit and the extent to 
which a public opinion should extend? 

MR. ASKEW: Yes. 

THE CHAIRMAN: The brief said "public 
interest". 

R. FRAWLEY: Public interest should be 
one of encouragement and insuring safety and prohibit- 
ing nuisance, in other words, you define the extent 
et public inverse, 

MR, ASKEW: Theat. ais Lent. 

MR. FRAWLEY: And you think that is the 
sum total of the public interest that should be 


shown or manifestedg¢ 


wi i te 


bed tla eel 8 “sai 


Gel My 


id 
4 Me, ees 
ots y - 


: 
4 
\ es 


( lux we 
mak inte he ae ANOS: aoe | 


i a pil inae aha 1 abet ‘ott, a 


poets Ue 
ey ph 
21 GA i “ior 


io ee y 


= 


Ta ions oe. fomersavos 


] ; 
Vi kas Ni ry, 


aah ay ev ab eapat Rig HSIN V OS TE ifss 


ve 


Wey ‘Saute gichaa ‘eomtt 
ont at send, Gert fated 


bi Tee B ‘dostelat 


ey 
@ Pl ted on 


F 443 Hoy 
és tabee 
fare 

so Lire ae 

ie rash bared ie co am 


rv, + i 


reeds 


ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


MR. ASKEW: eerie Soak 

MR, FRAWLEY: Well, now, a crude oil 
pipeline is a common carrier, do you know of any 
common carrier of anything anywhere that does not 
have to suffer, or perhaps I should say enjoy, 
sovernment regulation? 

MR. ASKEW: Well, a common carrier in 
the States comes under the Interstate Commerce 
Commission, 

MR. FRAWLEY: It does indeed and it has 
a good deal of governmentwrapped in the Interstate 
Commerce Commission all the way from the way you 
keep your accounts to what you charge and even 
regulating your profit. 

MR. ASKEW: Yes. 

MR. FRAWLEY: Well, that is a part of life 
you have learned to live with in the United States? 

MR. ASKEW: YOsy Sik. 

MR, FRAWLEY: Well, why should it be any 
different in Canada or perhaps I should put it 
differently: how could we safely make it any 
aifferently in Canada? 

MR, ASKEW: Well, I do not know that I 
can tell you that. 

MR. FRAWLEY: Do you not think frankly, 
and I do not want to rewrite your brief, but do 
you not think you put a pretty circumscribed under- 


standing of public interest as far as common carrier 
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crude oil pipelines are concerned? 

MR. ASKEW: We think the laws of economics 
Pake Care: Or this, 

MR, FRAWLEY: The laws of economics operate 
to some extent in the United States of America? 

MR. ASKEW: Yes. 

MR, FRAWLEY: But notwithstanding that 
they have all this regulation of ICC, common carrier 
pipelines moving in Interstate Commerce? 

MR. ASKEW: That is true, 

MR, FRAWLEY: And I suppose you have some 
State laws to cover pipelines operating intra state? 

MR. ASKEW: Yes, I am sure there is. 

MR. FRAWLEY: Turning to this Montreal 
project, you could apply the same sort of limited 
public interest in this proposed Montreal pipeline? 

MR, ASKEW: If there is to be a Montreal 
pipeline, 

MR. FRAWLEY: If there is to be Q@ Montreal 
pipeline would you think it should evolve or emerge 
within the law of supply and demand or just bear 
basic economies? 

MR. ASKEW: Well, if it is an economical 
thing I think it will take care of itself. 

MR. FRAWLEY: Now, you say it should be 
ancindustry ft acLilicy: 

MR, ASKEW: I do not think we saidit 


should be an industry facility, no large pipelines 
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ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO TUS 


are an industry facility. 

MR. FRAWLEY: Well then, this proposed 
pipeline then would be, in your view, an industry 
Secu ye 

MR. ASKEW: Yes, sir. 

MR. FRAWLEY: Well, the six refiners in 
Montreal would be the people then that you would 
expect to build that pipeline? 

MR. ASKEW: You are asking me would I 
expec Goen. To builders 

MR. FRAWLEY: I am taking what you said, 
it is an industry facility and you come to Montreal 
and have all of these refiners and I would think 
that the industry would be the six Montreal refiners 
who are in the industry today and for which this 
would be a facility. 

MR, ASKEW: That appears logical, I 
believe the industry bullt the Interprovincial., 

MR, FRAWLEY: That is what I was saying, 
it would appear logical they would be the people 
to build this, each and every one of them refused. 
to take it and you and I know that each and every 
one of them take foreign-owned crude that they are 
bringing into Montreal and refananget? nerc.. vo 
you still say there is no place for government 
intervention so as to use Canadian oil in Canada? 

MR. ASKEW: T would look at which 


benefits the consumer the most. 
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ANGUS, STONEHOUSE & CO, LTD 


TORONTO, ONTARIO 7779 


MR. FRAWLEY: Only the consumer, how 
about the producer of the oil in Alberta, Saskatchewan 
and Manitoba? 

MR. ASKEW: Is it not a matter of 
competition, Mr. Frawley? 

MR. FRAWLEY: Wed EnOW, Le ait? You 
were not able to stand competition, you had to 
bring the great, big Sun 011 Company to manage 
your production. I think that was a very helpful 
thing you did as far as my understanding of the 
situation is but you come back and say it is a matter 
of competition but you could not stand the competition 
but you expect eacn and every one of the others to 
stand the competition or go to the wall. On this 
law of supply and demand, are you as hard-boiled 


about it as that, Mr. Askew? 
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ANGUS, STONEHOUSE & co. LTD, 
TORONTO, ONTARIO 


MR. ASKEW: That seems to be our 
way of life. 

MR. FRAWLEY: In fact, you wind up 
by saying on page 39 - I Suppose you are saying 
the same thing - "the spectacular growth of the 
Canadian Petroleum industry has been achieved 
under Canadian laws, regulations and policies 
which substantially exist today. These, in our 
Judgment, are deserving of study, for if they 
have encouraged so much in so short a time are 
they not worthy of continuance", That is very 
heaisses tains, bent it? 

MR, ASKEW: I am not very good 
at French. 

MR, FRAWLEY: That is no answer. 
Just let well alone, leave it alone - laissez 
faire, Do you think that that is good enough 
for the Canadian oil industry? 

MR. ASKEW: I think we stated rl 
the brief that the recession today is of a 
temporary nature and it won't always be with 
us. 

MR. FRAWLEY: It may be, as you 
say on page 52 - and others have said it; it 
seems to meyou said it rather glibly - that higher micgs 
in the province, that is Quebec, would result, and 
I think you expanded upon it in answer to my 


Pribend Ne. Patel viog Now, how can you say that? 
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ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


Let me just put it to you that the laid down 
cost of Venezuela crude in Montreal is Doe OTs 
and the laid down cost of Alberta crude is 
$3.29 and when you look at the posted tank 
wagon price of gasoline,distillate and fuel 
oil, not bunker "C", you find that they are 
almost on a par. Now, accepting that those 
tank wagon prices and those two laid down crude 
costs, how can you say that as an immediate 
necessity and automatic consequence prices in 
the Montreal area must go up? 

MR. ASKEW: Well, something has 
to pay to get the crude to Montreal. 

MR, FRAWLEY: For the purpose of 
my question I am assuming there will be a some- 
what higher cost. I am not necessarily to 
assume that, because the situation will develop 
where the cost will be the same and you wouldn't 
then have the situation where higher prices 
would be necessary. 

MR. ASKEW: NO; eit thew Laid 
down cost is the same, I would accept that. 

MR. FRAWLEY: And I am saying, 
suppose there is some little difference there, 
Say, 5.07 against: 9.15 =that is’ Just a fiecure 
out of my head; it may or may not be the best 
estimates (they are all estimates, of course, 


in connection with the Alberta pipe line) - 
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ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


but assuming something of that Sort, you say some- 
thing has to pay for it, and it is conceivable 
that the Montreal refinery spread may pay for 

1G; 

THE CHAIRMAN: But Mr. Askew wouldn't 
know that. If refinery spreads in the Montreal 
area are known to each of the members of the 
industry as to what they are, I would be very 
amazed. 

MR, FRAWLEY: I am putting it very 
generally that the refinery spread may - and I 
haven't seen them, and I am not permitted to see 
them - they may be permitted to take Up wiris 
Slack, 

MR, ASKEW: It is possible, but 
I do not know the refinery spreads in Montreal, 

MR, FRAWLEY: Now, Sun Oil hasn't 
been producing crude in Venezuela for Very Lone. 

MR. ASKEW: Since Aprig. 

MR. FRAWLEY: About what is the 
production running 

MR. ASKEW: At the present time 
I don't think I have it, Mr. Frawley. Lt is 
nominal. 

MR. FRAWLEY: How much more than the 
5,000 barrels a day that you are taking into the 
line at Beaumont? 

MR, ASKEW: The Sun Company in 


Venezuela in the production are in partnerships 
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ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


with Atlantic and Seaboard, which is now Texaco, 
and just what their total production is at the 
present time I don't know, but before we 

Started running the 5,000 barrels the partners 


in the Sun Company were taking care of the crude. 


MR. FRAWLEY: For Sun? 
MR. ASKEW: eo. 
MR. FRAWLEY: Perhaps I should under- 


Stand that the 5,000 barrels was really all you 
had, 

MR, ASKEW: Pedon tp ernows 2 
can't answer that. ican assume only, anal 
think you may be right, but I am not sure today. 

MR. FRAWLEY: Could you operate 
just from the standpoint of volume alone and 
quantities available, could you operate your 


Sarnia refinery on Venezuelan crude? 


MR. ASKEW: Total? 
MR. FRAWLEY: yes, 
MR, ASKEW: I don!t think there 


is that much production, but I am not sure. 

MR. FRAWLEY: At the moment, although 
the difference between the Venezuelan and Alberta 
erude is very, very small, the difference may 
improve some; when your new line goes in you will 
have a better price, a better laid down cost of 


Alberta crude at Sarnia. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, ASKEW: Yes, Slightly, slightly 
better cost. 

MR, FRAWLEY: But, not withstanding 
that slight advantage which Venezuelan crude has 
over Alberta crude, you are using Canadian crude 
because you think it is good business for you. 
to use Canadian crude. 

MR, ASKEW: Veo. we phinka. paws 
good business to use Canadian crude, and it is 
eneaper vin" Sarna thensU Se. crade. 

MR, FRAWLEY: Than, U.S. (‘epude,, yes, 
it may or may not be any better for you, the 
pure economics of it, if you had enough Venezuelan 


erude to run. 


MR. ASKEW: It might not be. 
TR, FRAWLEY: Incidentally, do you 


know how much Venezuelan crude is penetrating the 
Uvee.. Markel up eas farvas, ‘say, Chicacso end Toledo: — 
all over? 

MR. ASKEW: No, I don't know, 

I only know a few articles I have read in trade 
journals. I haventt seen any evidence on that 
DOIN, 

MR. FRAWLEY: And for the same 
reason you can't tell me if any other Venezuelan 
crude goes into the Sun line at Beaumont. 

MR, ASKEW: tL can't tell you. 


MR, FRAWLEY: TIT am practically asking 
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you the same thing, 

MR, PATTILLO: Mr. Brawley, may I 
ask a question that has occurred to me? What 
is the distance in miles from Beaumont to Sarnia? 

MR, ASKEW: I can add a few things 
together and give you an approximate answer. We 
have stated that the Mid-Valley line is Ls GOO 
miles lone. 

MR. FRAWLEY: I think, Mr, Chairman, 
I have no further questions. 

MR. ASKEW: About 1,400 miles. 

MR, PATTILLO: What is the distance 


from Edmonton to Sarnia? 
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MR. FRAWLEY: A little more, 

MR. DUNLAP: Be, closer vo 1,800 wiles, 
Lent. 202 That would be a guess on my pedo. 

MR. FRAWLEY: Who posted the price of 
two-seventy that you, as far as you know that you 
pay in Venezuela? 

MR. ASKEW: Other producers down there, 

MR, FRAWLEY: I mean you don't know which 
one posted it? 

MR. ASKEW: I don't know, 

MR. PATTILLO: Do you know anything about 
a tariff price of the pipeline from Beaumont to 
Toledo expressed in barrel miles, of 100 barrel miles? 

MR. ASKEW: tf don't know that, Mr. Pattillo, 
Perhaps we can get it for you? 

MR. PATTILLO: Thank you. 

MR. FRAWLEY: Yes, if I might say in view 
of some figures that we have from Interprovincial, 
can I ask you to find out what the per 100 barrel 
miles of cost or rate is on that movement from 
Beaumont to Toledo? 

MR. ASKEW: You want overall? 

MR. FRAWLEY: Overall, yes. 

MR. ASKEW: Not just on Mid-Valley portion? 

MR. FRAWLEY: No, because you have a sub- 
stantial interest in Mid-Valley and you have a sub- 


1 | 
THE CHAIRMAN: Cae sane. Lsn'G. 102 
stantial interest in the connecting line, the Sun 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO (Lon 


Pipeline which connects at both ends? 

MR. ASKEW: PAS t 2S Lene. 

MR. FRAWLEY: So let us take it from 
Beaumont to Sarnia, 

MR, ASKEW: ALi ring sir. 

THE CHAIRMAN: In other words, what is 
the tariff that you charge when that oil is landed 
at your refinery in Sarnia for the movement per 
100 barrel miles from Beaumont to Sarnia? 

MR. ASKEW: ALL vight Sir, we will. get 
that. 

THE CHAIRMAN: Mr. Askew, does that 
Venezuelan oil that comes through that pipeline, 
OOGS-1 come through in bond? 

MR. ASKEW: Yes, Ltacoes., 

THE CHAIRMAN: And ii sit. did norecone | 
through in bond what would be the additimal laid- 
down cost of that crude at Sarnia at your refinery? 

MR. ASKEW: If it did not come through in 
bond? 

THE CHAIRMAN: In bond, yes. In other 
words, if it had. to pay the duiym.- Whan Do amgerrine 
at is that you are bringing Venezuela crude through 
the United States on a pipeline which is obviously 
making a substantial profit as a, whatever you want 
Lo, call it, Common, cartier ean se ouUct cy acy. 
or anything else, and you are laying the Venezuela 


erude down at Sarnia without duty to the United States 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MRS ASKEW: That de right, sir. 

THE CHAIRMAN: Is there any Canadian duty 
on that? 

MR. ASKEW: On, Crude. C209 

THE CHAIRMAN: Ves? 

MR, ASKEW: NO, Salis 

THE CHAIRMAN: And it is laid-down at 
2 cents less than you can bring crude from Alberta 
approximately 400 miles longer over a pipeline, 

COfrece, From your ow? production in Alberts? 

MR. ASKEW: 1 believe those distances 
are approximately correct. 

THE CHAIRMAN: Can you get that figure 
worked out; that equation worked out for us please? 

MR. ASKEW: PO Wil eeu Lo Conwenu, 

THE CHAIRMAN: Is the Sun Oil Company 
or its parent or any afilizate of your organization, 
corporate-wise, a holder of shares or bonds in 
inverprovancial ‘Pupeline? 

MR. ASKEW: It does nov, 

THE CHAIRMAN: It does not? 

MR, ASKEW: In so far as I know there 
L8-1C CqUulLDy en interprovineian. 

THE CHAIRMAN: As far as you know there 
is absolutely no Panancial intveress of your 
organization dn wnteromovinclalePipeline? 

MR. ASKEW: TMhiab. is Tignes 


THE CHAIRMAN: Has your company ever 
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ANGUS, STONEHOUSE @ co: LTO: 
bargained with Interprovincial Pipeline with PEespect 
to the charges which it was making of your crude 
from Alberta to Sarnia refinery? 

MR. ASKEW: Not to my knowledge we have not, 

THE CHAIRMAN: You have never questioned 
pheir tari? 

MR. ASKEW: Never questioned it. 

MR. COMMISSIONER BRITNELL: Ani) Salone, 
Mr. Askew, in assuming from your brief that you see 
no useful function of any kind which a National 
Energy Board might carry out? 

MR. ASKEW: Mr. Britnell, we don't think 
much of Boards. I mean-in so far as turning over 
the affairs of business and men to Boards, 

MR. COMMISSIONER BRITNELL: Tha beds 
what I gathered from your brief, but I just wanted 
to be quite sure that you do not see any function. 
You are quite satisfied to leave such regulatory 
functions as are now being carried out to the Board 
of Transport Commissioners and the other agencies 
of the Department of Trade and Commerce that carry 
them out? 

MR, ASKEW: 2 Tie olay oS Gores sl 
would say we have no complaints. 

MR. COMMISSIONER BRITNELL: Thank you. 

MR, COMMISSIONER HOWLAND: Mr. Askew, 
just icone last question as far asei am concerned. 


On page 30 there is a paragraph I would like you To 
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jueo Clucidabveron BS 19ttile. “Tt 4. the extension 
of your discussion of the curves which appeal to 
hungry business men. Would you just have a look 
at that paragraph there? 

"The recent faltering in the upward curve 

of Canadian crude oil production ret Vvecte. 

in our judgment, a temporary situation." 
You say it will pass and you start responding to 
the "same economic incentive that Stimulated its 
srowth to date, unless some unforeseeable, 
artificial step is taken to deny that incentive". 
What had you in mind there? 

MR. ASKEW: Government regulations and inter- 
ventions and controls. 

MR. COMMISSIONER HOWLAND: That is Canadian 
Government ? 

MR. ASKEW: Yes, Sir. “We are taliki ne apout 
the Canadian production, 

MR. COMMISSIONER HOWLAND: Did “you aver an 
mind, also, say the United States Government? 

MR. ASKEW: The same thing would apply. 

MR. COMMISSIONER HOWLAND: Or Venezuela 
Government ? 

MR. ASKEW: es 

MR. COMMISSIONER HOWLAND: In other words, 
you are advising the Commission, this is what I 
an trying to get at, that the incentive for explora- 


tion and development in Alberta, as one example in 
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the west of western producers, will be affected by 
government decision, not only Canadian Governme nt 
but other governments? 

MR, ASKEW: Gs “probable. 

MR. COMMISSIONER HOWLAND: And you would advise 
the Commission seriously that quite epart from the 
Canadian Government, if other government decisions 
embarrass the development of that oil industry then 
perhaps the Canadian Government might have to make 
Pome jOecesions of its owe 

MR. ASKEW: I don't think we have said that. 

MR, COMMISSIONER HOWLAND: Well ell wien: 


HOW WUStChimia about ach Would you tell us whether 


you do think so now? You have a substantial interest 
in Alberta? 

MR. ASKEW: I would say the answer to that is 
yes. Of course that is up to the government but we 
as an industry could not recommend it. 

MR, COMMISSIONER HOWLAND: i am not frankly 
trying to embarrass you. I think that the problem 
that we have to face in Canada is that you have a 
burgeoning industry in the West which means a lot 
to Canada and one wight foresee with some equanimity 
temporary set-back due to economic conditions. 

Going along with you that some of these economic 
forces in fact play a reasonably strong part in 
developing policy, you could hardly assume that 


——_||if it is an arbitrary decision outside of Canadian 
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JUrisdietioen? iomean ty. ve nou che type of force 
you are talking about, or am I wrong? When you 
talk about your philosophy, which I think you took 
back to Confueius but I go back to Adam smith and 
Stay there for a while, here you are introducing 
another factor in this broad economic philosophy of 
yours when you are talking about an arbitrary decision 
of another government, and I was Just trying to clarify 
that you did not have in mind here only Canadian 
acCuLvity, 

MR. ASKEW: We had in mind in preparing the 
brief Canadian activities knowing that other govern- 
ments would have an effect on it also. 

MR. COMMISSIONER HOWLAND: But you would not 
put such force into this if you knew that the so- 
called economic factor was in fact not an economic 
factor but some arbitrary decision or some special 
decision over which Canada had no control and which 
had little to do with economic forces? 

MR, ASKEW: I think it would have to be 
considered. 


MR. COMMISSIONER HOWLAND: Thank you very much. 


a 


c% ies aka ' 


ange ‘ibe ‘eit z finde cohuoael Ba ” 
a es : ae | 
Bova nie i ers of ‘aead ag z fudi,: ! — 


ay ee he 


aeyn eee: et ty ay stir yostee li 


nl 4 f jkear a) aan Be ; | ; ae “ 
i ‘ee evtacuuany, abe iE) eee hw sats wae ‘sh " 
me \ re ae eee i ‘ : ra x ; : 

ik i a Am ae " 4 th = } ry - i. 4 ios i hitiad +e a asa 


"4 


of hy 2409 hy as en Eide coe LY ONE grt vrcaea noriaori 
en plans lala Nees Te, ae ; H 


dee snes: Leh ee Tee Pe avai} “yea. te ilo alt 


: <a 
‘a aeay ie SX rae 2a ie is ie co bee M iW pbc! ; A ‘ rin . ? <i : ¥ 

AW Relay tang | om 
stoi YOR Soll! qe)  seeeaa isi8 natant Seta 
8 Vie its oust hive: ‘ened qe 


-s. 


I ‘ i : ; # | 
tigel tu gancy owe ‘coviAd Won ‘soate SAO hi 
ie if aT MERE Oy i b wiawt ¢ att ‘onc’ YY due Day 
Ngee se itis Soo §OR8 1 are sitmioittey & Da Res 9 f 
aera hue wena see did woteese 
ie fic) AE LID SER, | bad) eR eeted Ae biy tenvo Rete nine 
) | y ! | 
trays TE OCr Od “ade be, ean . 
| 
ed | 5 i Pima th vier SWwHee’A. SM | 


ih seh oP, LAOS 


ea 1 : . 
SO BP 


’ 
! o 
{t / | | 
hi } aM alc j 
f ine y ny 
= on ie 0) Rae rape 


ANGUS, STONEHOUSE & CO. LTD. (793 
TORONTO, ONTARIO 


THE CHATRMAN: Thank you very much, 

Mr. Askew, Mr. Dunlap and Mr. Parmelee. Wout 
brief has been very frank, I am not prepared to 
say. but there are two or three things in it on 
which we have not asked you any questions, de- 
liberately, but which are most helpful, apart 
from the ones on which we have as‘ced questions. 
The brief is most helpful to the Commission. and 
we appreciate very much the time and effort you 
Have Put one it, 

MR, ASKEW: Thank you for listening to 
us, I also want to thank you for staying late. It 
enables us to get back to Calgary on schedule. 

THE CHAIRMAN: There is no place we 
would sooner see people happier. 

The hearing is now adjourned. We shall 
meet tomorrow morning at ten o'clock in this Council 
Chamber. 


---Whereupon the hearing adjourned at 5.15 p.m. 
until Wednesday, July 16th, 1958, at 10.00 a.m. 
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---On resuming at 10.00 a.m, 


Submission of 


CANADIAN PETROFINA LIMITED 


APPEARANCES: 

Mr, A..F. Campo - President 

Mew eu ans. Pavivon - Vice-President 

MrieG. os anna ~ General Manager of 
Supply and Distribution 

Mr. A.W. McLeod - Solicitor and Secretary 

Mr, W.S. Takacsy - Assistant to President 

Mr. H.d. Hughes ~ Treasurer 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearing. Mr. Patterson. 

MR. PATTERSON: Thank you, Mr. Chairman. 
This morning we are to hear a submission by 
Canadian Petrofina Limited, which I would ask to 
be marked as Exhibit M-16-1. 

Mr. Campo, President of Canadian Petrofina, 
is present, and I understand he will read the 
submission, I would ask Mr. Campo to first, 
before proceeding with the reading, introduce 


the gentlemen who are with him. 


---EXHIBIT NO. M-16-1: Submission of Canadian 
Petrolfina Limited. 
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MR. CAMPO: Mr. Chairman, from the 
left, I would like to introduce Mr, McLeod, 
SOllelton., and secretary of the Company; 

Mr. Hughes, Treasurer, Min, goakacsy, Assistant 
CO.the President; Mr, Hanna, General Manager of 
Supply and Distribution and Transportation; Mr, 
Patton, Vice-President, in charge of the refinery. 

THE CHAIRMAN: Will you proceed, sir? 
Are you going to read? 

MR. CAMPO: May I have Mr. Hanna read? 

MR, HANNA: Mr, Chairman, this oriver has 
been prepared at the request of the Royal Commission 
on Energy and expresses the views of Canadian 
Petrofina Limited concerning: - 

ive Marketing of Western Canadian crude oil. 
ae The National Energy Authority. 

This submission. will first outline our 
Company's operations and then deal with the two 
subjects in the above order. 

Canadian Petrofina Limited markets petro- 
leum products in the Maritime Provinces, Quebec, and 
Central and Eastern Ontario and operates a refinery 
at Montreal. The Company, together with its 
subsidiaries, Calvan Consolidated Oil & Gas Company 
Limited and Western Leaseholds Ltd., is engaged in 
exploration, development and production of Western 
Canadian crude oil. Crude oil production of our 


Group (before royalty) averaged approximately 
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9,000 barrels per day in 1957. 

Control of the Company is in the hands 
of Petrofina, S.A. of Brussels, Belgium. However, 
all policies are determined in Canada by the Board 
of Directors and Management. In this connection, 
it should be pointed out that the Board of Directors 
is composed preponderantly of leading Canadian 
businessmen and Management is entirely Canadian. 

Petrofina, S.A. and its subsidiaries and 
associated companies have, at present, no crude oil 
production of their own outside of Canada for which 
they require markets in this country. . They do 
produce oil in Egypt, Venezuela, Angola, Mexico and 
the United States, but it is all used close to the 
source of production.~ 

However, Petrofina, S.A. is committed by 
agreement to supply our requirements of crude oil and 
its transportation by ocean tankers. Canadian 
Petrofina may seek other sources of supply, but has 
to give Petrofina, S.A. the first right to supply 
its requirements on equal conditions. In other 
words, uncer this arrangement, our Company is guaranteed 
crude oil supplies and ocean transportation at com- 
petitive prices. 

The bulk of our oil is purchased from a Britis 
oil company which has extensive production and reserves 
in the Persian Gulf area. The largest portion of the 


crude supplied to our refinery comes from Kuwait. 
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As mentioned earlier, Canadian Petrofina 
has substantial producing interests in Western Canada, 
In fact, the value of these interests represents 
more than 50 per cent of the Company's total fixed 
investments. Our Company is, wheret ore, “Vivally 
interested in securing markets for Canadian produced 
Oll. -As ‘a conséqueneé, (it plans To™eonstruct a 
plant for the refining of Canadian crude in Ontario 
as soon as the volume of its sales will warrant it. 
This should occur some time in 1961 or 1962, 

Pare *h. MARKETING OF WESTERN CANADIAN 
CRUDE OIL, 

The problems of our crude producing industry 
cannot be separated from the pattern of oil production 
and consumption throughout the world, 

The present economic recéssion in most in- 
dustrialized countries has, temporarily, slowed down 
the rate of increase in petroleum demand. On the 
other hand, world productive capacity has expanded 
rapidly in recent years. This has brought about a 
surplus crude production which can only be absorbed 
gradually through increased world consumption. 

From a long-term point of view, the most 
significant fact is that the world's known crude 
oil reserves are unevenly distributed, particularly 
in relation to the major centres of consumption. 

Western Canada is, in our opinion, in an 


excellent position to benefit from the continued growt 
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in North American petroleum requirements which 
other producing areas on this Continent will not be 
able vo -satisty "im the long run. 

We believe that recent authoritative 
studies, such as the one published by the Royal 
Commission on Canada's Economic Prospects, have 
sufficiently proved this point. Consequently, we 
Shall concern ourselves here primarily with the 
present position of the Canadian petroleum industry 
and its short-term, rather than long-term, prospects. 

The position of the Canadian producing 
industry: Our crude producing industry has under- 
gone a spectacular development during the last 
decade, Starting from the Prairie Provinces, it 
has expanded its markets to the Pacific Coast, into 
the United States and as far as Toronto in the East. 
Western Canada has experienced one of the most rapid 
rates of growth among the large producing areas in 
terms of crude oil production and penetration of markets, 

This expansion has been achieved on a sound 
economic basis: the successive displacement of 
competitive sources of supply has resulted from the 
construction of large-scale transportation facilities 
and such wellhead price adjustments as appeared 
justified by the additional volumes gained. 

In late 1956 and early 1957, the industry 
benefited from a temporary shortage situation created 


by the Suez crisis. Disregarding the influence 
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which this had on the demand for Western Canadian 
crude, the major factor responsible for the reduced 
markets available since the last quarter of 1957 
has been the economic recession in Canada and the 
United States, accompanied by a severe inventory 
reduction in the industry itself. 

This condition, however, does not account 
entirely for the widening of the gap between actual 
and potential production in Western Canada which 
started in 1953. It appears that development of 
new production has been carried on upon the in- 
correct assumption that our markets would continue 
to expand at the exceptionally fast rate achieved 
in the earlier years. 

The resultant over-expansion of production 
in relation to the available markets and the 
temporary adverse factors mentioned earlier have 
undoubtedly placed crude oil producers in Alberta 
ina, GClrricult, posavion: 

Essentially, the problem is one of expand- 
ing the market for Western Canadian crude and gas 
to a level which will ensure continued sound 
erowth for the producing industry. There are 
three main courses by which this can be achieved: 

lst by the development of our natural 
economic markets 


2nd by a reduction in the wellhead price 


— of Western Canadian crude 
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53fo by the artificial expansion Into 
domestic markets presently beyond the economic reach 
of Western Canadian crude, 

Development of our natural economic markets: 
On this point there is no disagreement in the industry 
as to what should be done and must be done. 

Dealing first, with the Canadian markets, prodtct 
imports into British Columbia and Ontario should be 
displaced as soon as possible and as much as possible, 
This is within the power of the industry itself and 
programs Nave been instituted to achieve this 
objective. 

New refining capacity under construction 
in the Vancouver area will displace a certain 
volume OF producc imports: 

New refining capacity under construction 
and projected in Ontario will have the same effect 
in that very important market. This, together with 
the rapid increase in consumption expected in this 
densely populated and highly industrialized area 
and the consequent gradual elimination of products 
refined at Montreal will increase Western Canadian 
erude sales considerably. 

As a result, we believe that total domestic 
demand for Western Canadian crude will reach a level 
OF auout S00, 000"b/a by 1960 and: 575000 b/d by Goo. 


When we deal with the export market, the 
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problem is of a complex nature and its solution is 
not entirely within the power of the industry itself. 

The United States has established a system 
of voluntary import quotas on erude oil in both 
major areas in which Canadian CEUGS MLS “SOPhUs? metric 
Pacific Northwest and the Mid-West. So fav, these 
quotas have had little effect on the movement of 
Western Canadian crude into the United States, partly 
because they were set at a relatively reasonable level 
and partly because the economic recession and the 
inventory liquidation had reduced the demarda for 
crude oil in the areas affected, 

There is a danger, however, that quotas 
may not be maintained in the future at a reasonable 
Level and, On consequence, that refinery development 
in these areas may be retarded. 

In order, first, to remove the uncertainty 
in this connection and, second, to ensure a treatment 
for Canadian crude which continental defence con- 
Siderations as well as Canadian-U.S8. trade relations 
PANY Gusts fy iS high-level governmental approach 
to the United States appears Necessary y 

Extreme care must be exercised both by the 
industry and the Canadian Government that premature 
and precipitate action in our internal policies will 
not jeopardize a favourable outcome of such 
negotiations, 


Under these circumstances, it is obviously 
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difficult to forecast export demand, Perhaps the 
best that can be done is to assume that, with current 
restrictions continuing, a minimum of 120,000" b/a 
of Western Canadian crude will move into the United 
States over the next few years, and that, without 
restrictions, our export volume might reach 200,000 
b/d in 1960 and 250,000 b/d in 1962, 

With regard to gas exports to the United 
States, the matter is one that is largely in the hands 
of our Government. The industry is unanimous in the 
opinion that further exports of natural gas should be 
authorized without delay. The increased revenue which 
would accrue to producers in Alberta would have an 
immediate beneficial effect on the petroleum industry 
and the economy of the nation. 

Reduction in the wellhead price of Western: 
Canadian crude: The quickest and surest way of 
developing new markets would be to reduce the wellhead 
price of Western Canadian crude. However, everybody 
agrees that Canadian wellhead prices are already low 
when compared with those of similar crudes produced 
in the Western Hemisphere, Moreover, our crude re- 
placement costs are expected to rise. Under these 
conditions, we cannot advocate the sharp immediate and 
probable future reductions in wellhead prices that 
would be necessary in order to acquire and keep new 


markets, such as the Montreal market. 


Artificial expansion into domestic markets 
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presently beyond the economic reach of Western 
Canadian crude: It has been suggested by some 
that the Montreal market should be economically 
accessible to Western Canadian crude were it not 

for “he prefecence of the larce international oil 
companies for using in the Montreal refineries of 
their Canadian subsidiaries and affiliates, low cost 
foreign crudes from politically unstable sources. 

This accusation is not supported by evidence 
on hand which shows that the major oil companies in 
Canada, regardless of the affiliation of most of them 
with international companies, have done their utmost to 


expand the markets for Western Canadian crude. 
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The most evident proof is the capture 
of the Ontario market. If there had been any 
desire to discriminate against our Western crudes, 
the Ontario market could and would now be supplied 
by foreign crudes. 

The completed, partially completed 
and projected expansion of refining capacity in 
Ontario by oil companies operating in the area, 
both independent and with international affiliationg, 
proves beyond a shadow of doubt that those companie 
have done and are doing everything in their power 
to displace foreign crude with Canadian crude, 
wherever and whenever that is feasible. 

Now, what are the facts with regard 
to the competitive position of Canadian crude 
in the Montreal area? In this connection, let 


us examine the case of Canadian Petrofina. 


Canadian Petrofina refines in its 
Montreal refinery practically exclusively Kuwait 
crude. The posted price of this crude is $1.85 
per barrel versus a posted price of $2.56 per 
barrel for Redwater crude, Admittedly Redwater 
crude is a more valuable crude than Kuwait, but 
Canadian Petrofina made a large investment in 
its refinery in order to be in a position to 
handle Kuwait crude and benefit from its low 
price, The investment in its refinery amounts 


to $1.70 per barrel of throughput as against 
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to $1,750 per barrel of throughput as against 
$1,200 per barrel for an average refinery. 
This investment already has been made and must 
be written off regardless of the type of crude 
that is refined. 

There is another factor that must 
be considered. Our choice of Kuwait crude 
with its high fuel oil content was made with 
due regard to market requirements in the 
Montreal area. A lighter crude with its higher 
gasoline potential yield would not fit the pattern 
of market requirements in that area. 

So we Start with a differential of 
71 cents per barrel in the posted prices of these 
two crudes. This differential would be some- 
what offset by lower potential transportation 
costs by pipeline from Edmonton to Montreal. 
There is a divergence of opinion as to the amount 
of this transportation saving, but under normal 
conditions this could not offset the differential 
in the cost of the two crudes. 

As of today, with tanker time-charters 
available at no higher than USMC-55% and with the 
U. S. dollar at a discount of 32% in terms of 
Canadian currency, the differential in the laid- 
down cost of the two crude oils at Montreal would 
be 58 cents per barrel in favour of Kuwait crude. 


(See table). 
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It is evident from the above that 
under present conditions the Montreal market lies 
outside the economic range of Western Canadian 
crude. The proposal, then, that import quotas 
on both crude oil and refined oils be imposed in 
order to make economically feasible the construc- 
tion of a pipeline from Edmonton and to insure the 
use of Canadian crude by Montreal refiners is not 
put forward to combat the alleged preference for 
foreign crudes by Montreal refiners with internation- 
al affiliations, but is an attempt to force the 
use of Canadian crude by those refiners regardless 
of the cost. 

Let us consider, then, the effect of 
these proposals: 

i. In order to eliminate effectively competition 
from foreign crude oils at Montreal, a system of 
import quotas and/or duties would be necessary. 

As the pipeline to Montreal would establish a 
long-term price and supply pattern in that area, 
such a system would have to be ef more than a 
purely temporary nature and would have to be 
applied on imports of crude oil as well as re- 
fined products in the entire Eastern Canadian 
market, The Government would thus clearly 
acquire a major and possibly increasingly 
dominant role in directing the industry's affairs. 


Canadian Petrofina is firmly opposed to this. 
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2 As previously stated, Canadian wellhead 
prices are low compared with those of similar crudes 
produced in the Western Hemisphere. On the other 
hand, our crude replacement costs are expected to 
rise. As larger and more accessible markets 
will become available for Canadian crude in the 
future, unless quota restrictions were applied 
indefinitely, the industry would almost certainly 
suffer from the fact that it would be placed on a 
long-term basis of having its field prices of 
ae oil determined by competitive conditions at 
Montreal. This would be the penalty that we 
would incur by trying to cure by long-term 
measures a situation which basically stems from 
temporary causes. We do not believe this to be 
in our best interests as producers of crude oil. 
Dis As the competitive disadvantage of Western 
Canadian crude would not permit Montreal refiners 
to enter into long-term commitments, the Federal 
Government would either have to provide the 
necessary guarantees or participate directly in 
the financing and construction of the pipeline. 
Canadian Petrofina is opposed in principle to 

the invasion by the Government ef a field which 
in our economic system belongs to private enter- 
prise. 


4, From the overall Canadian position, it 


ro would appear on the surface that elimination or 
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curtailment of crude oil imports would be a boon 
to the Canadian economy by reducing our trade 
deficit. We must, however, take into considera- 
tion the fact that our adverse trade balance is 
largely a consequence of the heavy inflow of 
capital which has during recent years contributed 
to the country's rapid economic development. 
Factors, other than quantitative restrictions 

of Canadian imports will, in the normal course, 
tend to correct this imbalance. (This is fully 
borne out by our trade statistics for the current 
year as compared with 1957). 

Any steps taken now to erect artificial 
barriers might well work to the disadvantage of 
Canada as a trading nation in general and as 
a crude oil exporter in particular. 

The loss of dollars to the Sterling 
Area caused by the elimination of ecenomically 
sound crude oil imports would not be conducive 
to the expansion of trade with that area. 

The inevitable increase in energy 
costs to our industries in the Province of 
Quebee and the Ottawa-Cornwall area would 
certainly have an adverse effect on their ability 
to compete in world markets. 

We wish also to reiterate that 
severe repercussions might occur in relation 
to our basic efforts to expand the U.S. markets 


for our crude. 


esa 


ae cree 
aT Ay Wy NOE ac eee, Oe Ee ee Fy Lee 
ie he ‘ar ee aa a ine iat OT wat OnE D 


M2 Re Lae amass 


ee ee ae | 7) 

‘ At a - ; v) ry > ay 
is 2 Ribbed Qe ywoneee aalbaned ae 
Fie Adds Why tL 


q F ik ie ee | ‘pet 


oO eae L ae Oe CTS Bae EB Gai ae Oye nies ae 


a: x ‘ i a ; 
wee aad 5 ah 2 a © Dn - i 
Ls 5 oars ' ag. Pay re ue acs My Ra | peels Beriial dg EAT by eid ae : 
aay i 
rel ae ayy Poe Vee Pe ‘. 2 my 
2 ti v ut ahah ges $s INGORE elo ame FO 
as i) eae se eee PAs! doce - ot: bas 
SRN tg fe PRE Geos ak “ee Uae 53 a et Peer ei z 
i 
Fone ¥ 
P y x fe hs at Pe er Be | ep 4 “ ys’ S) sl 
get } S PRIS SBIR DKS VEG ae OPP TOO 
i 
ye ; i 
Eee) 5 Mae ae in Kear ps Fare a rapa eee =r te Ee pean es Se | 
; ‘: he aise 2 som 8B Tasy 
i 
its : ‘ ’ y 
¢ BESET eS RT IRN ss ak ies ogee nt 
‘ PRE OHIN, ruttgint west iin a 0 + ae eae > . P a 2 
: | 
baat f 
Gon Mit A £ ake * 
} i : ‘ Brin a taney te aL SRS eae tre eS f 
1 
or . 4 ers be | Tr 
ar tas GD baet ies Buy ae] Fp Leer EMO SIBO i 
a | 
| 
ye ®t = . a en . = ae 
SES TaN ke . e ws oy bee: ay! . \ °F i 
2 w ' Bi ‘ i yee ren, i Grit > . 
~y : i A) i) 
aebae! be SCS Se ra ae . 
Her : Ene he mot att: 3... ae 
i 
: Thee a ase * * 
nace 2 oy . ee she hata? Car We - * tee PR . 5 f 
1 a ; ¢ ;: e aibh ve aa We aati ea Satan Sea 


= fi A 
re a ree eels <u . a 
eas KD ES ae , 4 ‘ S ~* 
Ps Pie a Ee ae ae ) BIR } ys Oa 
, 
‘ si ‘~ ee . wasn , 
’ ; : Fires a ft 4 
~ : a . > fe ae dingo VJ re eat ves a Pee ie hs 
TH i ease Bite | tn was 
Sra Oy elke elgekS : RPE Cet Biss papas eae, = “gy 
J i si eres i Qe Wise Se iee | ket aes Gt 7 
Uo t akeP ee bl nt 5 c ; 
. mat @ « % £ 'R eae = 4 . 
Bes ote $ tpt SEs POY 6 oe BES Seagal 
ni “e 
* en eet m 
rt res cane en ® e3 ay 
G aa 
. Sc 2 
femycn + ae 
Fake CORB ST areas ae Lea : *~ 
b aps i . * ow, aed 
- ri os GW. kes ha “S5) es at we 
' - ‘ 
r bhe ie eewey Ere a A aie! ble e r 
whe ate som 2 i « 4 4 : i . . . 
at “Gr weESS oO Cah vitwret ic peas: 4 
j : 
ae ee A ian es ay. f f 
Pat Loan fat cd OF ‘- a AB EN 2 os wae, iy * 
ST ents My oe, Gere ce Fa) pale Se ee ae ee ee ce ore, oF ed repays 
, ai ue ' he PL ea eS ele ae i Ghee a hb oS a av OG : 
, f j 
’ ’ } ! } 
ig 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO pews @) 


Ds If Montreal refiners were forced to use 
Canadian crude, they would have no alternative 
but to pass the increased cost on to the con- 
sumer in the form of increased product prices. 
As consumption of petroleum products in the 
area affected, i.e., the Province of Quebec and 
the Ottawa-Cornwall area runs close to 75 
million barrels per year, this would, on the 
basis of the differential already mentioned, 
and present consumption, involve an increase of 
up to 44 million dollars per year in the cost of 
petroleum products to the ultimate consumer in 
those areas. 

such a price increase would un- 
doubtedly have an adverse effect on the economy 
of those areas by adding to the costs of 
manufacturing, transportation and practically 
every other phase of economic activity. 

Canadian Petrofina feels that it 
cannot give its support to any scheme that would 
have such far reaching effects on the welfare of 
its customers in the ar@in question. 
6s It is also apparent that the proposed pipeline 
from Edmonton to Montreal would not be completed 
and in operation before 1961. As we have al- 
ready intimated, there is clear evidence that the 
level of Canadian crude oil production will have 
‘=| been raised substantially by that time through 
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the operation of normal business processes, 

This means that the effects of an 
uneconomic project would begin to be felt only 
when the industry would, to a large extent, 
have overcome the difficulties which prompted 
that project. 

CONCLUSION AS TO THE MARKETING OF 
WESTERN CANADIAN CRUDE OIL: The oil producing 
industry in Canada has enjoyed a period of rapid 
expansion, progress and prosperity. It is now 
faced with a period of readjustment. 

Lt is significant’ that. by far the 
largest section of the industry does not ask for 
any governmental help other than in areas where 
no other action is possible and where its own 
initiative cannot operate. It does not ask for 
governmental help because, presumably, it believes 
in private enterprise, and it does not believe it 
possible for private enterprise to continue to 
operate freely if it is not prepared to take its 
risks and solve its own problems. We contend that 
private enterprise canno® reasonably expect 
Governments to come to its rescue when times are 
bad and then allow it to operate freely again when 
times are good. 

Admittedly we are going through hard 
times. A section of the industry feels the 


effects of these hard times more than the rest. 
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Canadian Petrofina belongs to that section, but 
under no circumstances will it be a party to the 
adoption of measures which, while providing 
temporary relief, are opposed both in principle 
and in fact to the long-term welfare of the 
company, of the industry and of Canada. 

While refusing help where private 
enterprise and ingenuity should operate, we 
realize that there are areas where Government 
action can and should be effective. 

We repeat that it is urgent and 
important that our Government authorize further 
exports of natural gas to the United States. 

We also wish to emphasize that the 
Canadian Government should do all in its power 
to ensure that treatment for Canadian crude 
by the U.S. Government which continental defence 
considerations as well as Canadian-U.sS, trade 
relations fully justify. 

We also believe that a revision of 
our income tax laws ensuring a more equitable 
depletion allowance for Canadian producing 
companies is essential. 

Finally, while not asking for such 
help ourselves, we would not object, if the 
Canadian Government feels that it 18 necessary 
and in the national interest to support the 


weaker members of the producing industry, to 
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measures that would make available neta ees 
financial assistance for those requiring it. 

In conclusion, we affirm our belief 
that the natural development of our crude oil 
markets, aided by the measures suggested above, 
will ensure the continuing sound growth of 
our producing industry. 

PART II - THE NATIONAL ENERGY 


AUTHORITY: We are not in favour of the proposal 


to establish a National Energy Authority for the 
following reasons: 

dive We believe that every industry, and 
every sector of an industry, should be allowed 
to function with a minimum of interference on 


the part of governments. We think that 


gevernment interference with the energy industries 
should be limited to what is necessary for the 
protection of the public interest. In our view, 
the public interest is adequately safeguarded by 
the existing authorities and we are not aware of 
any strong public sentiment to the contrary. 

cae Our governmental authorities already 
have wide regulatory powers in the fields of 
exploration, production and distribution of the 
various sources of energy. 

By There exists today a sufficient 
number of agencies at all levels to exercise 


these power.s, In our view, no useful purpose 
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would be served by the creation of a further 
agency or authority to exercise some portion of 
the powers now in the hands of existing agencies. 
yy It seems constitutionally impracticable 
to concentrate the existing powers - federal 
and ‘provincial - in the hands of a single agency. 
ey Official agencies have an inherent 
tendency to try continualiy to broaden their 
spheres of influence. Therefore, we consider 
that the creation of an additional board would 
inevitably and continuously increase the extent 
of governmental regulation of the industry. 
We do not consider such additional regulation 
to be in the best interests of the public in 
general or of the industry itself. 

GC. ™ ere is a serious danger that any 
new authority - created for a particular purpose 
and thought to be the direct consequence of the 
present inquiry - would prove to be an attractive 
medium for the use of groups endeavouring to 
further the special interests een Of a: 
particular section of the country or Ole eal 
particular segment of the industry. We do not 


consider this desirable. 
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fan The oi1 industry has certain charac- 
teristics which require that it attract to itself a 
continuous supply of risk capital. We think it 
is true to state that this type of capital tends 
to favour well-developed industries that are direc- 
ted by private enterprise, and is reluctant to 
enter fields which are the subject of any material 
degree of state control. Moreover, the industry 
does not have the advantages or disadvantages of 4 
captive market and must adapt itself to the ever- 
changing conditions of supply and demand. Lt 
must be efficient to provide the consumer with the 
most suitable form of energy at the lowest possible 
cost, in line with world-wide competitive condi- 
tions. These and other characteristics require 
that the oil industry be granted the widest pos- 
Sible latitude within which to operate. We 
believe that the creation of an additional govern- 
mental authority would gradually restrict this 
necessary freedom of action of the industry and 
revard its .crowth 

In our view, the only real problem in this 
field is the need for a more precise delimitation 
of the limits of federal and provincial authority 
in the petroleum industry -- particularly with 
regard to pipeline construction and operation. 
Nevertheless, we appreciate the difficult consti- 


tutional questions involved and merely underline 
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ANGUS, Sealey & CO. LTD. ee 
this problem as one that will ultimately have to 
be dealt with by the federal and provincial legis- 
latures. Once the limits of authority have 
thus been settled, the exercise of powers within 
each field will fall into the purview of the of- 
ficial bodies already existing, and that will 
suffice, 

THE CHATRMAN: Thank you very much, sir. 
Mr, Pattillo? 

MA CPATTILGO: Thank you, Mr. Chairman. 

Looking at page 1 of your submission 
would you please explain in more detail the cor-- 
porate structure of Canadian Petrofina Limited? 
First of all, are any of its common shares in the 


hands of the public? 


MR. CAMPO: There are two classes of 
shares: so-called common and preferred. They 
are both equity shares. The preference for the 


preferred shares is simply that they must receive 
a certain dividend of 6 per cent before the common 
shares receive any. The other difference be- 
tween the two sharesis the fact that the common 
shares are $1 par value and the preferred shares 
are $10 par value. The vote is one for each 
share. All of the common shares are held by 
Belgian Petrofina. They are not marketed on the 
market. There are only the preferred shares 


which I repeat are equity shares just as much as 
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the common shares. 

MR, PATTILLO: Of the preferred shares 
what per cent of them are held in Canada? 

MR. CAMPO: Of the preferred shares 
we have the latest records: Canadian is 11.87 
per cent ownership: American. 4 per cent: foreign, 
3.62 per cent, and unknown, 80.51 per cent -- 
unknown because the shares are in bearer form, 

NE PARP ILO: Although you don't know, 
can you tell by where the warrants were given in 
and cashed? Can you give us any better idea of 
the probable location of those shares? 

MR. McLEOD: We cannot tell exactly 
but it does appear that the majority, a substan- 
tial majority of this 80.51 per cent are held on 
the European continent. 

ae 5 Ha BR UR @ Now, what per cent 
of the rte do the preferred shares represent? 

MR. McLEOD: Mr. Campo. when he was 
discussing the corporate structure, I am not 
sure that he gave the total capital outstanding. 

Ms UP ATT ILLS No, 

MR, McLEOD: We have 20 million ordinary 
shares, or common shares, if you will, outstanding, 
issued and outstanding; 20 million authorized. 
Those shares are held entirely by the parent com- 
pany. We have © million participating preferred 


shares authorized. Of those shares approximately 
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6 million are issued and outstanding, actually 
5, 000, 974 as of the latest date, andithose are the 
figures by which we gave the percentage breakdown 
Corer. 

MEPS PATTY ILO Now, how many directors 
of the company are there? 

MR, CAMPO: We have altogether fifteen 
Givectors: 

MR, PATTILLO: handoff those fifteen 
directors how many are resident in Canada? 

MR. CAMPO: T shouldshike to reads che 


list of them. 


D, Wer Ambridse, CB. Es - Canadian 
W. A. Arbuckle - Canadian 
P, Bienvenu - Canadian 
Henry Blaise - Belgian 
Hor. Campo - Canadian 
We PorstercO bees. = Canadian 
Be) eee Vi Ler Cree - Canadian 
W. H. Howard,C.B.E..° .C.=— -canadian 
Henry Lafond - French 
Jules Moreau de Melen - Belgian 
FE, HE. Notebaert - Canadian 
Janson Noyes - American 
Jean Raymond, Q.C. = Canadian 
Jey, Vommine - Canadian 
Laurent Wolters -~ Belgian 


Altogether there are ten Canadian directorss three 
Belgian, one French and one American. 

MR PATRILEO: Thank you. Now, turn- 
ine “tothe first subsidiary that you mention, 
Calvan Consolidated Oil and Gas Company Limited, 
is that a wholly-owned subsidiary? 

MR, CAMPO: No, we have about 92.6 


per cent, I think, of the common stock. They are 
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DUE tla acted aliale 7819 
owners of 92.6° per cent of the common stock. 

MR, PATTILLO: And the remaining per 
cent is in the hands of the public? 

MR, CAMPO: Of the public, yyes ==) Ainert-— 
can Shareholders and Canadian shareholders. 

MR. PATTILLO: Can you tell us what pro- 
portion of that remaining 7 per cent are Canadian? 

MR. CAMPO: I really have no figures on 
that. 

MR, McLEOD: We have no figures. 

ME. CAMPO: If you like to have those 
figures we can get them, 

MR. PADEILLO: Now, in addition to 
common stock has Calvan Consolidated any other 
Shares outstanding, or bonds, or debentures? 

MR. CAMPO; No. 

MR, PATTILLO: How many directors has it? 

MR. Noe e seven directors, 

MR. PAT UCLO: peven irectors? 

MR, CAMPO: Yes. They are: G. M.Bell, 
A..F, Campo, W. L. Forster, G. R. Gardiner, R. F. 
Graham, T. Nitescu and Blancke Noyes. 

MR! BATTEELEG: Is Calvan engaged solely 
in the producing end of the business? 

MR. CAMPO: That wis. risa. 

MR <RoASO TOs In what province is it 
operating? 


MR CAMPO Alberta and Saskatchewan. 
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ita gs eligi ha I  @ it hes production in both 
provinces? 

MR. CAMPO: And 84) Gh 

MR, PATTILLO: Production in all three 
provinces? 


MR. TAKACSY: It has production in 


Alberta and Saskatchewan, but it is engaged in ex- 
DLOre peor an Be Cx 

Vin PATTING: Western Leaseholds Limited 
-- is that a wholly-owned subsidiary? 

MR. CAMPO: We own °6 per cent, 96 point 
something per cent of the stock. 

Mie PAP EEL LO And the remaining per cent 
are held by the Harvie interests? 

MR. CAMPO: By the which? 

MMA PATTIE: Harvie? 

MR, CAMPO: Ney bY the pubeiie: 

Mite PATE EIbOs By the pubic: What is 
its, position, in-addition to the common shares ot 
which you have 96 per cent, are there any other 
shares or debentures outstanding? 

MR. CAMPO: No. 

MA? PATUILEO: And the directors of ‘chat 
company, how many are there? 

MR, CAMPO: Seven. They are” Aaa. 
Campo, J, Re FLsi: WO foreter, Ditton Harvie? 

E. L. Harvie, H. W. Meech and Trajan Nitescu. 
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producing business? 

MR, CAMPO: That is correct. 

Mie PATE IELOs And operating in what 
provinces? 

MR. CAMPO: Saskatchewan and Alberta. 

MR. PATTILLO: You. tell us here as to 
your approximate daily sales of oil in the year 
1°57. Can you tell us what your MPR figures 
were? 

MR TAKACSY: Our MPR figures, that is 
for the entire group as at the beginning of this 
year, were 23,575 barrels a day. 

MR. CAMPO: That ineludes, incidentally, 
Pot Lake, which is an operation entirely in the 
hands of Canadian Petrofina. 

MA oe Ate TtLO: Now, that is your MPR, 
Can you break that down for us as between the pro- 
vinces? 

MR, TAKACSY: OUD of the 25,515. 20, 925 
barrels a day are in Alberta and 2,450 barrels a 
day are in Saskatchewan. 

MR. PATTILLO: Now, during this year 
of that 2,000-odd barrels in Saskatchewan, how much 
is being produced? 

ME” ARACS Y=: I haven't an exact figure 
OM, ‘Gis. It has part of it in the Weyburn ftleld 
which is not producing at its MPR, but I could get 


this information for you. 


eet 


adieceA. Biss marin © RB. 


jt 86 ote ag Aan. sow 
’ a 
‘ ; ats 


taamie: Ody te ithe hey pata. whteb 9d Tay: 
cw 


ae cite nina fed wie a 
SYROARAT aM 
Ee 
ne eer ention, ce wt! 
p bapalnel OTe eo Stew Naa 
COTNAT FIM 
¢ Scant nk ef. otc Ci ents tot 
Londo igatbined ‘to ebiaer, 


‘ 


‘wou : oat are hi 7 mM 


——— 


ENR 


ft tie ewe erty Sigond vey Med 


" Geeonky 


s af ovsed 
““awadodenegs ar wre Yar 
¢ eked webce! “mow :OOLITOCAD) FM 


HwbotatesBiat St orn ibo~ qn 3 
va ene: f- 
*henthorg ‘prted ab 


| aaa hi 
ai. ie pre eet’ a 


ta _ ahsubens lak 


ia ie 
ne ee eo 
=i Gey «Le 


7822 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ME. RPATTILLO: If you would get that 


Intormacvion and file it with us. We would also 
like to know the Alberta situation. Can you give 
Us. «Cnace 


MR. TAKACSY: I have the combined situa- 
BION, Lf Toms y ssass.60., 

MR, PATTILLO: Haan. 

MR. ‘TAKACSY: Right now the latest month 
was June, We were producing at the rate of 5,500 
barrels a day: that is about 24 per cent of produce- 
ability in the two provinces combined. 

Ne Diag Ae A DRE GA In the two provinces com- 
bined. Now what is the capacity of the refinery 
in Montreal? 

MR. CAMPO: The capacity of the refinery 
in Montreal is abovt 30,090 barrels a day. 

MR. PATTILLO: Thirty thousand? 

MR. TCAMPO: Yes. 

Ming. PATTIE: And at the present time 
have you any in-use capacity? 

MR. CAMPO: We are -- Mr. Patton will 
answer this. 

My PARTON: We have at our refinery, 
new refinery at Pointe aux Trembles, which has 
just been on stream about two years, and it has 
had considerable extra capacity built into it, 
we are running about 20,000 barrels a day -- maybe 
a little more -- but we can go up to 50 and will, 


probably. 
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MR; PATTIULO: Now, at the bottom of 
page 1, you say "The parent company is committed 
by agreement to supply our requirements of crude 
oil and its transportation." 

MR. CAMPO: Alsgichin de MsW iaahed ani 

MR. PATTILLO: The next sentence is 
something I want to clear up. Am Ll Correct. in 
thinking that the parent company is the one that 
has the option to say whether it will supply or 
whether you have to get your supplies elsewhere? 

MR, CAMPO: ie has that option, Ghat is 
correct, but if we should have been in a position 
where we couldn't get crude, they must Supply. 

I don't know if I make myself clear. This whole 
thing, if I may say, relates to the finances, 
original financing of the company. wf Tmiens 
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Mi. pPADT LLG: mes. 

MR. CAMPO: When, £ tried €6 organize 
another oil company in Canada and I tried originally 
to place anything in Canada the questions and the 
difficulties I was faced with were probably the 
fact that they asked where was the crude coming from, 
who is going to assure you of a source of supply of 
Crude. There was a fear that the other companies 
controlling crudes would refuse to sell us or 
would do something to stop us from getting into 
the market. Eventually Petrofina was interested 
in the plan and one of the conditions made to 
Petrofina was that there should be a public offering 
in Canada so there would be Canadian participation. 
One of the most important things I had to do with 
anddeal with was the reassurance to the investing 
public that we would not be squeezed out, so far 
as crude was concerned and that we would get a 
erude at prices in forming the development which 
gives the Canadian Petrofina the maximum protection 
(a) it will always secure crude and transportation 
and (b) at competitive prices. In other words, we 
are free to look for other sources of crude and 
transportation. 

MR. PATTILLO: But have you found them? 

MR. CAMPO: We have to give them the 
option. 


MR. PATTILLO: To meek thesprice? 
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MR. CAMPO: Yes 

MR. PATTILLO: Is this a long-term 
contract? 

MR. CAMPO: I think it has five years 
to run -- four years and something. 

MR. PATTILLO: What Iam trying sto find 
OUL=4s.-Wnen Co- they exercise this option? 

MR. CAMPO: The minute we say that we 
mave=a~source or crude ay 'X! dollars or a source 


Ca} 


of transportation ab 'X! dollars. 

MAPA T LLG: Are you constantly, 
Mr. Campo, going out and inquiring in the market 
abouv crude? 

MR. CAMPO: That LS richie” Porsins vance, 
in the agreement there is also, if I remember 
eorreevly aml am practically sure} Of This, en 
agreement that the parent company would supply 
products on the same basis, finished products. 

Time and time again we have bought finished products 
outside of the company because Belgian Petrofina 
could not meet the conditions. AS far aseerude 

is concerned, we bought crude always at posted 
prices and there has not been any problem about 
that. The only problem is transportation and 
transportation has always been supplied at a very 
competitive price. 

MR PATTILLO: Now, on page 2 you say 


that as your market develops you have plavion Lor 
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constructing another refinery in Ontario, 

MR, CAMPO: aU ay wo desale Spar asiyen ecu, 

MR, PATTILLO: Have those plans advanced 
to the place that thelocation of the plant has 
Deen Errived 2? 

MR. CAMPO: No == well, the location 
of the plant quite likely would be -- we have our 
own ideas about it -- it would be in the Toronto- 
Hamilton area somewhere. 

Min. PATTI LEO: But you have not yet 
acquired the land? 

MR. CAMPO; We have moved pretty fast 
in the last five years, we know we are going to 
continue moving fast and we are always looking 
forward to expansion so we think plant 61 - 62 
will be ready for some action soon. 

MR. PATTILLO: On page 4 in the third 
complete paragraph you say: 

"This condition, however, does not account 
entirely for the widening of the gap between 
actual and potential production in Western 
Canada which ‘started in i955. it appears 
that development of new production has been 
carried on upon the incorrect assumption that 
our markets would continue to expand at the 
exceptionally fast rate achieved in the 


earlier years." 


Would you care to expand that statement? 
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MR. CAMPO; it know that is an unfortunate -- 
MR. TAKACSY: Actually the ratio of 
production to producibility declined from about 
70 per cent in 1953 to around the present level 
which for the year Might average out at 50 per cent 
OY a Traceion Jess, The statement we made here 


is perhaps an Oversimplification in the sense that 


it is really the effect of various factors such ag 
our producing system as well as the position and 
the anticipation of the producers. 

MR. CAMPO: But the actual effect is 
that oil has been discovered, is being found and 
produced in excess of the actual economic demand 
market for it. There is no doubt about that. 
Perhaps that ts an oversimplification of the 
thing but it may be interpreted the wrong way and 
2G 3a ot meant to be. ~« . 

MR. PATTTLLO: I have not -yet.2ot it 
interpreted the right way. 

MR. CAMPO: Well, can we say that there 
are certain groups who have certainly worried about 
markets and have done something about them but 
actually there have been a lot of people going 
in there and have found o11 after scarchineg for a6 
and as far as the markets are concerned they did 
not concern themselves very much about it to start 
with, That is an actual fact, Besides that, there 


are certain things in addition to that, government 
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regulations and requirements havins to do with 
Cevelooment and SO On andvihe production of that 
oll, putting down wells and so forth regardless 

of markets. I tnink we are referring to a mass 

of conditions that have created the expansion of 
tne ,producing capacity away in excess of the demand 
For thevweroduct< 


ME. PATTIELO: Porcsum 2k Ub, you sey 


there are two main reasons Tor it, one that some 
people have been only concerned with producing and 
not interested in the problem of marketing and the 
government regulations have also put pressure on 
production? 

MR. CAMPO: Thavels rignv ye euerthio ke 
system is - - 

MR, PATTILLO: Now, Mr. Campo, have 
you or your companies, either of the subsidiaries, 
every made representations to the Alberta Govern- 
ment or the Saskatchewan Government as to their 
governmental regulations causing a development 
over and beyond - - 

MR. CAMPO: No, we have not complained, 
weadounet complain, 

MR, PATTILLO: You are easy to get along 
with? 

MR, CAMPO: Thatiissrients 

MR. PATTILLO: Well, what about the search 


—— for markets, what part has your company played? 
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Mine 2 AIP O's Obviously our company has 
had no part in it whatsoever. 

PR PAT GLO YOU are One ol The -ones 
who have been lazy? 

MR. CAMPO: No, I do not think anyone 
cOnoraccuse Cangdlan Petrofinary of “being lazy, 


TG aS Hust “a Question of "age: in 1955 Canadian 


Petrofina did not exist, we started in 1954, 

If I said to you that we have been very active 
in creating markets for Western crude, obviously 
I would be talking through my hat because wehave 
noe NadVa~chancs . We have to get our feet on 
the ground first. 


MRL PATTILGLO: Well now, what about 


the subsidiaries that you now have? Have they 


| ever -- their existence has been longer than 
Canadian Petrofina? 

MR. CAMPO: Well, I cannot talk for 
them and what they do. Rewtar las SUnlmow acivers 
has been no apparent effort under way that they 
could participate in the creation of markets as 
far as I know but I cannot talk for them as to 
what they do. 

MR, PATTILLO: Well, what I am really 
interested in, Mr. Campo, from your experience in 
the business, what do you think the producer iin 


Alberta should be doing about trying to get markets? 


——_——_ MR. CAMPO: Well, frankly speaking I must 
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admit I am very confused and very puzzled about it. 
Maybe I am getting too old for these new ideas that 
are cropping up in the world. Perhaps my ideas are 
too antiquated and maybe I should retire. I always 
felt about the thing this way, take Canadian Petrofina, 
they, decide they want to go into producing because 
they think there are certain profits to be made out of 
producing. It makes certain estimates, whatever it 
may be, it goes into producing activities, buys oil 
at places, it can get markets Tor these oils and 
maybe now and then it makes a mistake. Maybe these 
figures that Canadian Petrofina have in mind, these 
expectations are not realized. Well, that is a 
problem we have to face and we have to solve our- 
selves. I do not understand this question that we 
should ask somebody to bail us out because we are in 
business and nobody asked us to go into business, 
we have to take certain risks in the expectation of 
making certain profits. Now, why should I expect 
somebody to come and bail me out? L JUS. GOs not 
understand that language. 

MR. PATTILLO: 2 must say Lenmeirety 
agree with you but what I am interested in, as a 
producer in Western Canada, how are you going to 
bail yourself out? 

MR. CAMPO: tT do ties know, Thar weomy 
problem, If things were so simple -- I am sorry, I 


did notkow this, I might take the thing POwe 
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ridiculous point -=- here in Montreal four years ago 
I was refining 40,000 barrels and I did not have a 
market for it and maybe I should have asked somebody 
GO Create markets for it, 

Wie PACT si0's You went out and created 
your own markets here? 


MR. CAMPO: Yes. 


MR, PATTILLG: I understand that but 


what I am really looking for is, have you given 
any thought as a producer of Western crude of what 
steps you or other people in interests similar to 
yours could vake to get up your production from its 


present low percentage? 


MR, CAMPO: Frankly speaking we figured 
out that there would be a certain consumption and 
certain things would happen that there would not be 
tne more severe problems that have occurred, There 
are certain conditions that have arisen that nobody 
could forecast like this reduction in tanker rates 
which has affected very seriously the whole thing. 
Well, there is a problem but it is up to us to figure 
out how to solve that problem, how to improve our 
condition, Perhaps for a certain period of time 
there will be some lean years but that is part 
cf the game. 

MR. PATTILLO: Well, do you think as 
an oil producer that going around to the Conservation 


Board once a month to find out what the nominations 


are for Alberta crude is doing very much to solve 


the problem? 
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MR. CAMPO: No, I didn't say that 
it is doing anything to solve the problem. I 
just have to go there to find out, but that is 
the only reason why I go there. 

MR. PATTILLO: But that is all that 
the producer in Western Canada has been doing to 
solve the problem, isn't it? 

MR. CAMPO: That might be so, 
yes. 

MR. PATTILLO: I am asking you 
whether you think there is anything else. From 
your experience in the business, is there anything 
else that the producer might be able to do to 
help himself other than coming around, as some 
of them are, and asking somebody to help them? 

MR. CAMPO: The producer that is 
in a position, that has marketing, can do something 
about it, and has done something about it. 
Obviously the producer who has preferred not to 
enter marketing and refining because of its 
risks - because there are tremendous risks in 
marketing and refining - obviously can't do 
anything about it. But that is part of the 
game; he decided not to go into marketing; 
that is his choice, As a matter of fact, 
any banker in the United States hardly will 
not give any money for marketing and refining 


activities, will not loan any money and will 
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not finance, In other words, the production 
seems to be the plum . As far as marketing 

is concerned, it is a headache, and if these 
people don't want to go into marketing, that is 
their problem. They could go into marketing and 
they could be in Western Canada, That wouldn't 
do much as far as marketing is concerned because 
markets are not based on consumption. I must be 
antiquated on that. It is an idea penetrating my 
head. 

MR. PATTILLO: If production is 
the plum of the oil business, then wouldn't you 
expect any company that has Canadian production 
and has marketing facilities to be using Canadian 
crude to the utmost expense? 

MR, CAMPO: Of course, and I say 
as far as I am concerned, that I have no brief 
with my competitors; I don't love them; they 
haven't made life any easier for me in my 35 
years in the oil business. But as far as I can 
see, there is no evidence, they haven't done as 
much as they could to create those markets, where- 
ever it has been feasible to do so. But there 
is a breaking point where economics do not allow 


for expansion, 


MR. PAPTERLO: Were you here yesterday? 


Did you hear the evidence of Sun? 


MR. CAMPO: No, 
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MR, PATTILLO: Welt, the sun Olt 


told us that they were presently taking into 


their Sarnia Refinery 5,000 barrels of Venezuelan. 


crude which they were bringing up from Beaumont, 
Texas, and that before making the decision to 
do that they endeavoured, with the refiners in 
Montreal, to make an exchange so that that 
Venezuelan crude would come into Montreal and 
they would use Canadian Western crude to that 
extent, but they were unable to make such an 
exchange. 

Now, assuming those facts to be 
correct, do you think that the maximum effort 
has been made to use Canadian crude? 

MR, CAMPO: Obviously I can't 
answer that question because (a) I don't know 
the reasons why, I don't know anything about 
this proposal; I don't know the first thing 
about it. 

MR, PATTILLO: You were never 
approached by Sun? 

MR. CAMPO: As far as I know, 
never. And as far as I am concerned, if they 


had offered Venezuelan crude, it wouldn't fit 


with us; our refineries are particularly designed 


to handle certain crude, that is the optium for 
our refining. Depending on the type of crude 


that they would be prepared to offer - there are 
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Seleou.or ifs land butter 

MR. PATTILLO: Anyway, no proposal 
was made to you? 

MR. CAMPO: No. 

Mice PATT ILO: You have never heard 
COLL eat? 

MR. CAMPO: No. 

MR, PATTILLO: Now, on page 5 you say 
that you recommend a high-level. governmental 
approach to the United States. Now, from your 
experience in the oil business, your knowledge 
of the influence of the producer in the United 
States, in Washington, do you think that a high- 
level approach from the Canadian Government is 
going in any way to be successful? 

MR. CAMPO: I don't see that there 
is anything unsound that Canada woud propose, and 
if I didn't think there would be a chance of 
getting recognition of the Canadian viewpoints, 

I certainly wouldn't prspose it, it would be 
ridiculous. But I can't say here definitely 
whether the approach would be successful or not 
successful. That is something I can't talk 
about; I don't know anything about it. 

MR, PATTILLO: If the approach were 
successful, then we could reasonably anticipate 
that there would be a greater United States market 


for Canadian crude. 
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ec cms 

Let's assume that it was un- 
successful, We have to look at both sides of 
the coin. Now, on that assumption, 

MR. CAMPO: You are making 
assumptions that can be made of dangers that 
might arise; this could happen, the other might 
happen, All these forecasts of what might 
happen and might not happen almost always are 
completely wrong, I say there is a first 
logical step to be taken, so let's take that 
step first and find out what happens, and then 
we can cross the bridge when we come to it. 

We can analyse the situation on the basis of 
what is found there. 

MR, PATTILLO: EL, you “fing the 
bridges down before you get there, you have to 
figure out how to get across the stream. 

MR. CAMPO: You have the situation 
now that tanker rates have already shot up that 
nobody could forecast. 

MR, PATTILLO: They have shot up in 
the last couple of days, haven't they. Can you 


tell us what the difference is? 


MR. HANNA: No. There has been 
a firming of the market:. We don't have definite 
figures, 

MR, CAMPO: But anything can happen 


from day to day. IT have been a very substantial 
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shareholder of International Nickel. A year ago 
all the economists said nickel was the scarcest 
material in the World. Today Nickel has had to 
cut nickel 40 per cent, and all the brains didn't 
see that a year ago, and I have suffered the 
consequence, 

Mas cALT TLL: so that you are not 
prepared to even look at the other side of the 
coin as to what we might do for merkets for 
Canadian crude in the event that the United 
States could not be persuaded - - 

MR. CAMPO: As’ 1 say; Nos, tha 
is the most important thing and the first step 
to take, and from there on another look will 
have to be given. It may be the situation will 
be very tough still for other reasons, orit may 
be the situation will have improved for reasons 
beyond our control. 

MR. PATTILLO: Now, on page 6 of 
your brief you say: 

"Tt has been suggested by some that the 
Montreal market should be economically 
accessible to Western Canadian crude were 

it not for the preference of the large 
international oil companies for using in 

the Montreal refineries of their Canadian 
subsidiaries and affiliates, low cost foreign 


ecrudes from politically unstable sources", 


— 


ee 


fee 


BA gate 


Paes ae eras ai ae 23 ik ay dana ti 


Re, 


6d (ka aa Povo <oper ew ifs’ AE isetetan 
were Eee 
y ee! = = pa sng Ue i) 
sein ouieed oth fie Bea) vise og Oat suo het Rg 47+ 


5 7 “a oe 
7 pris go8S Woy 2 aks eee 
mat 


Jsotpupeeacd 


jon ous Bow tah of SOUGEPPAL 
| ae 
o? be ieqatq i 


as 
: 

* 
~ 
‘ 
+ 


eit at? 
co Belek 40% (6b Vaal ow + seth ot a8 t60 


ee 
ea ee q eg i nage be it as te cs 4 ths veo | i 
: ae ye eo re ae Wee iB e. | aft ia = PCS is. Slisv 


tate 


. hbsbausteq. of, FG Blooo, setaete 


2M | 


fogé wa cee Poms -OoMAS 


tA 


sig ad te eas pd ae a aed - Fi ne oe pec op, af § 
ee Saw AY Ochs Seah ome Aeon e tue ot ade wit 


mos? Dns Pee ia: 


: 
ei ss Se a, > 
fe Baer ; Ser aoe el genet of 

; : f I 


are le hmefey 
Y=. t Bx t nt se ves ae aio a 
Fre ae ope : eee 
a ey vies eck 5 ein 
ce apogee ah Y 
4 ris, cee re 3 j ae 
- , . : 
ni fe By : dpe any, dpe rude: 
bed “apres is iS =) Bt 


7838 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Would you agree with me that if you were running 
an international company with production facilities 
in the Middle East and in Venezuela and in Canada, 
and looking at the situation that exists in the 
Middle East today, having regard to the differential 
in development and finding costs in the three 
countries, it would be good business to get as 
much of your Middle East and Venezuelan crude 
into production as poss+ble and leave your 
Canadian crude for a later stage? 

MR. CAMPO: Wet ite ton uel. 
I can't talk about what these other oil companies 
might think or might not think; I can't think 
for them. But I know one thing, that setting 
the thing up ridiculously, to an extreme - for 
instance, take Canada and Pevrorina. We have 
Shareholders that are not shareholders - as a 
matter of fact, most Shareholders, most of our 
capital is provided by shareholders other than 
Pevrorina, We have a responsibility to those 
Shareholders, We couldn't very well disregard 
responsibility to those shareholders. We 
couldn't disregard them entirely, and say, just 
to help Canadian Petrofina we are going to 
Squeeze Canadian Petrofina to the TNS 8 cab oe D1 i 
Just couldn't be done. I, aS president, have 
a responsibility to the shareholders; L don't 


hesitate to correct a job if I don't like things. 
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If there were a situation like that I wouldn't 
be with Canadian Petrofina. 

Mi. PATTULLO's And you say all 
these other companies - not necessarily of 
them - have shareholders - - 

MR. CAMPO: As far as I know. 
The only one who has no shareholders here is 
Shell. Canadian %11, British American has 
shareholders. 


MR. PATTILLO: McColl. 


MR. CAMPO: Yes, McColl has share- 


holders. 

MR. PATTILLO: Ana if the officers 
of their companies were looking at it as you 
look at it, then they say,"We just can't operate 
to the disadvantage of the parent company. 

MR. CAMPO: We can't operate 
to the complete disadvantage of the share- 
holders. 

THE CHAIRMAN: Mp. sPattiito, 
would it be inconvenient if we had a break here? 

MR, PATTILLO: No, Mr. Chairman. 

THE CHAIRMAN: Gentlemen, we will 


have a ten-minute break. 


-~-~ A short recess. 
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THE CHAIRMAN: Mr. Pattillo. 

Mi PAPTILLO: Thank you, Mr. Chairman. 
Mr. Campo; you say, at the top of page 7, that the 
most evident proof of the desire of the producers 
to sell Canadian crude is the capture of the Ontario 
market. You say; 

"If there had been any desire to discriminate 

against our Western crudes, the Ontario market 

could and would now be supplied by foreign crudes" 
The evidence that Sun Oil gave us yesterday was that 
the laid-down price of United States erude at Sarnia 
today was So w7h the laid-down price of Venezuelan 
erude was $3.35, and the laid-down price oF Canadian 
erude was $3.37. When you are speaking about this 
foreign crude which could supply the Ontario market, 
what source crude are you Speaking about? 

MR. CAMPO: Obviously about the Kuwait crude 
on which we have based all our calculations. 

Mi PARTE: The Kuwait crude, in your 
opinion, could easily go into the Ontario market? 

MR. CAMPO: On present day conditions it 
could, 

MR, PATTILLO: Further on in that page you 
say that your refinery was built particularly to use 
Kuwait crude and that there would be a loss in the 
investment if you were required to shift over to 
Canadian crude. Howlone, in your opinion, will it 


take your company, operating on Kuwait crude, before 
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you could shift over to Canadian crude without loss 
of that investment? 

MR. CAMPO: I will let Mr. Patton answer 
that. 

MR. PATTON: I think in the order of ten 
years, 

MR. PATTILLO: From now, 


MR, FRAWLEY: It will take ten years to 


retire the extra investment you have in the Montreal 
refinery? 
MR, PATTON: We have built a lot of equip- 
ment which we have to wear out. 
Min. PATTILEO: You. go%von to say: 
"Our choice of Kuwait crude with its high 


fuel oil content was made with due regard to 


market requirements in the Montreal area", 

Would you please expand that for me, Mr. 
Campo? 

MR. CAMPO: There is a high requirement 
of fuel oils and distillants in the Montreal area, 
proportionately higher than other sections of Canada, 
say, Ontario, and for that reason Kuwait crude is 
very, Suated or this area and to our particular 
operation, 

MR, PATTILLO: Can you give us any 
figures as to the difference in the Montreal market 
and the Ontario market? 


MR, CAMPO: We can supply those figures if 
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you wish. We could pick them out if you want them, 
MR. TAKACSY: For the year 1957 -- this 
is, incidentally, the Dominion Bureau of Statistics 
refined petroleum products report -- the net sales 
in Canada of heavy fuel oil for that year in the 
Province of Quebec were about 16 million barrels, 


against around 11 million barrels in Ontario. 


MR. PATTILLO: What about bunker fuel in 
the Montreal area? 

MA. VPAKACSY: That is the heavy fuel oil, 

Wh, PATTIE: Are some of the large 
industries on the St. Lawrence bringing in their 
own requirements of bunker fuel? 

MR. CAMPO: Yes, there are some who 


bring directly their own requirements. If they 


cannot find supplies locally, or if’ there is not 
enough production, or if they could get the other 
products cheaper, they would. BU Gide we 
refiners here have to get rid of their heavy Tuel 
OLlL and chey Go get rid of 1b. 

MR. PATTILLO: But to your knowledge 
there is a certain amount of direct importation 
of heavy fuel? 

MR. CAMPO: From time to time, yes. 

MR, PATTILLO: It is not that the 
Canadian refiner cannot supply but that he cannot 
supply at a competitive price? 


MR. CAMPO: At a competitive price, and 
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to a certain extent in individual instances, but 
obviously the Canadian refiner has to dispose of 
the heavy fuel oil and does dispose of the heavy 
buch Gitshe nastto eispose sor", 

MR. PATTIELO: Has the Montreal refiner 
sufficient heavy crude oil that he could supply 
all the requirements of this area without any 


importation if price was not a factor? 


MR. CAMPO: iL believe that from time 
to time it is possible to increase the production 
of heavy fuel oils by the use of heavier crudes, 

MR. PATTON: That is true, butrnobody 
trves’ to increase the heavy’ fuel oll.” That is the 
thing you try to decrease pricewise. 

MR. PATTILLO: That is the least possible? 


MR. CAMPO: It depends on markets from 


time to time, 

MR. PATTILLO: What I am really getting 
aG 18-this. Supposing -- and I know you do not 
like me to suppose, but just suppose -- that the 
thing that you certainly do not want to happen did 
happen and that the Canadian Government enunciated 
a policy of quotas on importation, would thav create 
any problem as to a source of supply for these 
large industries on the St. Lawrence that are 
presently buying bunker fuel from foreign sources? 

MR. PATPON: I gathered from your 


- —— question that, if we had quotas. on import crudes, 
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could we supply the local industries? L think 
you should say: are there quotas) on import 
products too? If products are free, they 
should certainly get supplies. 

MRAEPATTILLOs» Yes,abutrif you hadia 
quota arrangement not only on crude but on the products? 

MR. PATTON: Then you definitely could 
tell the amount of materials available in the 
market? 

MR, PATTILLO: Would there be any 
difficulty then for the Montreal refiners supplying 
the requirements of these large industries in the 
St. Lawrence region that are using bunker fuel 
in large quantities? 

MRoePATION: bothi nheso; 

MR. PATTILLO: Do you think there would 
be a problem? 

MR. CAMPO: In other words, supposing -- 
I am thinking aloud -- supposing that the refining 
capacity is at the same level and the .crudes used 
are lighter crudes, obviously there would be a 
certain amount less heavy fuel oil produced than 
there is today: In that sense, it might have an 
effect. 

MR. PATTILLO: Now that I have got you 
agreeing to the supposing stuff, Mr. Campo - - 

MR. CAMPO: You are very persuasive, 


MR. PATTILLO: You make the statement 
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tree & Lishter crude with ite higher gasoline 
potential yield would not fit the pattern of 
market requirements in the Montreal area. 

MR. CAMPO: And I might add "our own 
requirements", Let us say that our refinery 
is operating at 30,000 barrels, using a certain 
type Or Vcrude with high fuel o11 content —= that 
fits the market requirements as we see them in 
our own pattern of sales. Let us say we had to 
run 30,000 barrels with, say, lighter crude, we 
would have much more gasoline to dispose of, and 
that would present a very serious problem, It 
would De very cifricult. co do, 

MR. PATTILLO: So that really you say 
that as long as the requirements of the Montreal 
market are what they are, even if Canadian crude 
could come here at a price competitive with foreign 
crude, it could not supply the market as well? 

MR. CAMPO: It could be interpreted that 
way. Of course, there could be that way of doing 
things. In other words, there might be equipment 
put in, which would involve investments and so on. 
A study would have to be made of it, and I could 
not give you an answer offhand, But obviously the 
refiners in Montreal bring in the crude best suited 
to this particular market and the requirements of 
the market, That is) a Jloeical thing. for tne vc 
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Mie  PALELILLO: Ler me put it this way. 
So far as your assessment of the Montreal market 
is concerned, if you were offered tomorrow Redwater 
crude at the same laid-down price as KUWeLt, Lt 
would not be in your POCeEOSLS. Van your judgment, 
LO accepu. di? 


MR. CAMPO; No, we would have to review 


the situation and see just what the consequences 
would be from the point of view of yields, our 
capacity to sell the products, etc, Lt might pay 
us, for instance, at some time to run the refinery 
at a lower capacity with higher yields of certain 
producis. We get into a very involved calculation, 
and it has to be calculated at the time on the 
basis of the requirements from time to time. Those 
yields are not frozen. There is no particular 
yield that says you must all the time run your 
refinery on the basis of certain yields. You 
change those yields from time to time to fit the 
market requirements and to fit also the economics 
Of Lt. 

Mi Ae LoLOs I would gather that that 
is one bridge which you have not seen fit to even 
attempt to cross at the moment. 

MR, CAMPO; it lL eCrossedued those 
bridges, I wouldbe pretty busy. 

MR. PATTILLO: From what you have said, 


" | I gather you are anyway. 
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MR. CAMPO: Thank you, 

MR. PATTILLO: On page 8 you are speaking 
about these tanker rates and what the differentials 
are in laid-down costs today. I gather that your 
company does not own any tankers, 

MR. CAMPO: That is correct -- Canadian 
Petwoting.. 

MR. PATTILLO: Does Canadian Petrofina 
have any tankers under charter? 

MR. HANNA: No ocean tankers of the 
type used for crude oil, 

MR. PATTILLO: Does the parent company 
own tankers? 

MR. HANNA: Yes. 

MR, PATTILLO: Does it also hire tankers? 

MR. HANNA: ves. 

MR. PATTILLO: Can you give me any idea 
whether those are time Be ne or spot charters? 

MR, HANNA: That is a question, I believe, 
that would be better answered by the parent company. 

MR, PATTILLO: Now then, do youknow anything 
about the average cost of transportation today? Is 
your company paying that? 

MR. HANNA: We are paying. 

MR. CAMPO: If I may suggest, you are 
asking about our actual costs. I would appreciate 
it. very much if I could file that information with 


the Chairman, 
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MR. PATTILLO: I was not going to ask 
for the figures, I would ask that you do file 
those, but all. 7 am trying to get at, Mr, Campo, 
is: if time charters or Spot charters go up or 
down, who is making the profit or taking the loss? 
Is it your company or is it the parent company? In 
other words, are they going to lay down crude here 
at a fixed price, or are they laying ib. down at 
the posted price at Kuwait plus the actual cost 


of transportation for the particular market? 
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MR. CAMPO: Plus the competitive 
price on transportation. Let us go to the basic 
contract that we have: the basic contract that we 
have is, they have to supply us with crude and 
transportation at competitive prices. 

MA. VPATTILGLO: So that price can be 
constantly fluctuating? 

MR, CAMPO: AW er Rm eich pr culeod ay om 

Mn, PATTILEO: And does? 

MR. CAMPO: That. is riche. 

MR, PATTILLO: And if you file the infor- 
mation with the Chairman --- 

MR. CAMPO: Certainly. 

MR. COMMISSIONER HOWLAND: Mr. Campo, 
on that point, who sets the competitive rate? Who 
decides that, you or the parent company? 

MR. CAMPO: We watch those rates from 
time to time. They are a published rate and we 
watch the markets from time to time, so nobody 
really decides. We are in a position to get 
certain transportation at certain cost and we 
think we can -- we say that is it. 

MR. PATTILLO: How far ahead do you 
nominate for your supplies? | I 

MR. HANNA: We nominate four months 
ahead of the current year. In other words, we 
will have to nominate in September for the following 


year's supply. 
| 
MR, PATTILLO: And it is for the whole | 
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year's supply? 
MR. HANNA: Our estimate of the whole 
year's supply. 
MR. PATTILLO: So it is really the price 
that is prevailing in September that is the important 
picture for you; is that right? 


MR. HANNA: We have at that time -- I 


Suppose if we have any offers or indication 


of market supplies we would tell the parent company 


at that time such-and=<such is available, 


MR, CAMPO: And there have been changes 
some times in the rates even though there have 
been nominations. 

MR, HANNA: There are automatic changes 


in the rates which follow market fluctuations. 


MR, PATTILLO: Now, you state on page 8: 


"In order to eliminate effectively 


competition from foreign crude oils at Mon- 

treal, a system of import quotas and/or 

duties would be necessary." 
Would you please tell us, Mr. Campo, why you make 
that statement so positively? 

MR. CAMPO: Well, obviously, if crude can 
be brought here -- foreign crude -- at a much lower 
price, the only thing that will make the refineries 
in Montreal use that crude is compulsion; nothing 
else, and that compulsion can be brought about 
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other methods, I don't know what, but like quotas 
or prohibitive duties, or I don't know what system, 
what measures would be used -- but something had 
to be done, 

ME PATTILEO: Well, now, supposing you 
arearieht? Supposing the Dominion Government did 


make the decision they were going to put these 


quotas in, Mr. Brown, who is the protagonist for 
bringing Canadian crude to Montreal, says that the 


price of Canadian crude would, and in his opinion 


should, continue to be based, as it is today, on 
a laid-down price of foreign crude at Sarnia, 
Would you care to express your views as to how 
practical Mr. Brown's suggestion would be under 
these circumstances? 


MR. CAMPO: I didn't quite get that, 


Mr. Pattillo. . <amisorny: 

MR. PATTILLO: Mr. Brown says that if you 
had quotas the price of Canadian crude should, in 
his opinion, and would in his opinion, continue to 
be,-based, as it is today, on’the price of U:S. 
crude, Illinois crude, laid down at Sarnia. That 
would be the way in which you would determine the 
wellhead price for Canadian crude;it would be to 
take the laid-down price of Illinois crude at 
Sarnia, subtract your transportation charge from 
the wellhead to Sarnia and there is your wellhead 


— prace, Now, I am inquiring as to how practical 
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you think that is if you have quotas. 

MR. CAMPO: If there are import quotas 
then anything is practical in the sense that it 
has been made absolutely impossible to do otherwise. 
Crude has got to be brought in; has got to reach 
here, If there is a prohibition on imvorts, it 
doesn't matter what the price of crude is established 
at, that is what the crude is, what the cost is. I 
don't quite see --- 

MR, PATTILLO: What I am getting at is 
that if you have quotas on imports, in your opinion 
would the price be arrived at by looking at the 
laid-down cost of U.S. crude, which couldn't come 
into the country anyway, or would it be necessary 
for Government regulation on prices at the wellhead? 

MR. CAMPO: I would think that might be 
the next logical step eventually. One thing leads 
to another. The minute you start touching the 
free play of economic forces many times we touch 
one thing and then something else develops, and 
the next step develops. That is exactly what 
we are scared of, that one cannot -- one step 
will lead to another, leading further and further to 

governmental control of industry. That is the 
very thing we are opposing in principle. 

May PATS TLLOs Now, the second suggestion 
you make on page 8: 


"As larger and more accessible markets 
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will become available for Canadian crude in 
the future, unless quota restrictions were 
applied indefinitely, the industry would 
almost certainly suffer from the fact that 
it would be placed on a long-term basis of 


havineve tes fieldvorices of; crude. oil deter- 


mined by competitive conditions at Montreal." 


What bothers me is if you had quotas 
why would the competitive condition at Montreal 
be determining the field prices? 

MR. CAMPO: That is why I say unless 
quota restrictions were applied indefinitely. 

MR. PATTILLO: Right. 

MR. CAMPO: That is the qualification. 
Obviously, foreign crude cannot reach Montreal -- 
weliGichateis) it,.4as..L.say,.unless quota restric- 
tions were applied in that field. 

MR, PATTILLO: What you are saying is 
that if you do not have quota restrictions and the 
industry builds the line, then you have got to have 
the guarantees of the refineries for the throughputs 
and you have got to have the producers signing up 
and agreeing to put the production through, and the 
price would then be hinged on Montreal? 

MR. CAMPO: That 16, corrects. - "Ch ron 
petitive conditions in Montreal. 


MR, PATTILLO: And that would affect not 


only the wellhead price for the oil coming to 
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Montreal but for all of the oil wherever it would 
be sold in Canada? 

MR. CAMPO: Yes, that is right, 

MRReATTOLLO: Now, do I follow, when you. 
&0O on to say: 

"We do not believe this to be in our 

best interests as producers of crude oil" 
that you are there saying "If I am faced with the 
alternative of the present unfortunate situation 
continuing for the West, or bringing my crude to 
Montreal on a long-term basis, where the price 
will be fluctuasing with laid-down prices of foreign 
crude at Montreal, I would rather continue with the 
present situation"? 

MR. CAMPO: Because I believe that certain 
conditions will recmcile themselves and there will 
be a better market for Canadian crude which are 
within economic reach of the crude. 

MR. PATTILLO: One thing that I want to 
get at: now let us go to my suppose again, Suppose 
you are wrong? 

MR. CAMPO: You have converted me to this 
supposing, so I will follow you. 

MR, PATTILLO: And suppose you are wrong, 
Suppose that the present conditions continue in- 
definitely, then would you consider that some 
positive step must be taken, or would you say let 


— || the conditions continue and let each person work out 
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his own salvation? 

MR. CAMPO: Let me put it another way: 
Supposing I felt the way we do, that these con- 
ditions continue, as I believe in the free play 
of economic forces, then I would have to decide 
at this moment that maybe my prices of crude at 
the wellhead are too high; the prices of crude are 
too high, Maybe I would have to come to that 
conclusion by force of circumstances. EE 
felt that, then I would advocate a reduction in 
price because that would be the logical way to get 
the markets, but to get a pipe line through and 
then bring that condition about eventually by 
meeting competitive conditions by force and not 
by our best judgment is the thing I object to, 

MR, PATTILLO: Yoursay the firsh thine 
to do would be to reduce prices? 

MR. CAMPO: Thay is-rrenu, 

MR, PATTILLO: And then see how much of 
the market you could capture by doing so? 

MR, CAMPO: Thec is "rien. That is 
the free play of economic forces. 

MR. PATTILLO: Now, why, as a producer, 
with this cutback that you have had for a year, 
haven't you done that? 

MR. CAMPO: Pardon? 

MR” PATTILEO: Why as a producer who has 


® | had this substantial cutback in production for a 
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year Haven’ t you done it? 
MR. CAMPO: As far as we are concerned 


right now, as I say, we haven't asked for any help 


from anybody. Now, if we haven't done so that 

&® 
is because it doesn't suit us. I am not yelling 
for help. 


Min. PATTIGLO: Well, let me see if I 
understand exactly what you would say to these pro- 
ducers who are yelling for help. 

MR. CAMPO: (nat is their affair, what 
they want to do or what they see fit to do. I am 
not talking for them, 

MR FATUIELO: Then what would you say 
to the Province of Alberta that is also very strongly 
pressing for this pipe line? 

MR. FRAWLEY: Of course, I know that my 
friend is saying that in a most friendly way, but 
I would like my friend to remember, as I am sure 
he does, that Premier Manning indicated in the 
course of evidence by clearly setting out in his 
brief and ending up with the suggestion that if 
ail ouner etforts fail to tind) avmarker. fror.ouc 
erude, then we should have the Montreal pipe line. 
I am sure that my friend Mr. Pattillo is not saying 
anything more than that, but perhaps I can be 
pardoned for putting that on the record, just 
at this place. 
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position of the Province of Alberta, 

MR. PATTILLO: Let me say this: do 
you think that if the present situation continued 
that before a reduction in price was attempted, 
any consideration should be given in making a 
change which might cause future development to be 
more in line with market requirements than the 
present situation? 


MR. CAMPO: I didn't quite get that. 
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MR. PATTILLO: Wellsryou; teldnus 
that the present situation in the west since 
19535 has been that development has been taking 
place with regard to market requirements and 
I assume you would agree that as long as that 
condition continues and the markets do not 
increase that condition is going to become more 
and more aggravated? 

MR. CAMPO: Trae, 

MR, PATTILLO: Now you say, well 
if conditions continue for some time and there 
seems to be no immediate relief, one of the things 
that may have to be considered is reduction in 
price, I am also asking whether prior to making 
such a reduction in price, in your views should 
any consideration be given to changing the method 
of development so that it is brought more in 
line with market requirements? 

MR. CAMPO; That may be true. There 
is only one solution to a problem, I have different 
approaches to the problem and they would have to 
be studied very carefully. 

MR, PATTILLO: Well, you agree the 
problem is there today? 

MR. CAMPO: No doubt about it it 
is there. 

MR.» PATTIUGOs Well, who should be 


doing this study? 
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MR. CAMPO: The companies so- 
called, the industry, and I am sure the industry 
from time to time will take a good look at things, 
At least, we doj3 we watch the situation all the 
time from time to time. I do not know if I get 
your question, probably I do not. 

MR. PATTILLO: Well, the thing that 
is bothering me as a person completely foreign 
to the industry is, if you have a situation 
existing for a year and you cannot see any 
immediate alleviation of it, what you,as a member 
of the industry, have been doing in that year to 
come up with possible solutions. 

MR, CAMPO: As I say, we expect - 
first of all, we cannot expect always to live 
in bonanza; we know in business that we have 
ups and downs. We are not the only business 
suffering right now. The copper industry, not 
only are they affected by a price reduction but 
they cannot sell the product at the lower price 
and the mines are closed. Therevare ali kinds 
of situations like that that happen and we have 
to expect those things. I have not been trained 
to expect always that things are going to be very 
easy and go my own way full blast all the time. 
That cannot be expected. We feel this is one 
of those periods in which we suffer a little bit. 


We do not like it, we will try to do everything 
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in our power to get ourselves out of this 
Siilerine.s That is. apoutsall 1 Gan Say..at this 
time. 

thisels novethe’ fivst, tine, I res 
member in my time when oil was Selling in Texas 
for 10 cents a barrel and that was a really rough 
time. I do not call this a real rough time; it 
is tough. | 

Me CPT LCs It may sell for that 
amount in Alberta if you take out proration, 

MR, CAMPO: Well, if you take out 
proration, may be. 

MR PATTCLEO. Now, on page 10, at 


the top of the page, you say because of the 


- 


Situation as you see it as to the competitive picture 


of Western crude and foreign crude at Montreal: 
"The Federal Government would either have 
to provide the necessary guarantees or 
participate directly in the financing and 
construction of the pipe line". 
Now, Mr. Campo, if the Federal 
Government of Canada deci ed that oil pipe lines 
were merely facilities for transportation of oil 
from the producing area to the market area and 
that in that respect they are no different than 
highways or railways and that accordingly in the 
interests of the national economy the Federal 


Government would build and acquire all pipe lines 
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in Canada and operate them without any guarantees 
from any of the refiners or the producers but 
Simply giving it for the purpose of markets, if 
that was a laid down policy and in fact the line 
was built and other existing lines acquired, do 
you still think that it would not be possible to 
put Canadian crude into Montreal competitively? 

MR. CAMPO: Well, Dirstiy,. if ote 
Government disregards costs completely and it is 
prepared to lose money by providing transportation 
for nothing, then it could be done. The actual 
fact is that the construction of a pipe line and 
its operation involves certain costs. Even 
eliminating any profits, we still cannot say that 
Western Canadian crude could,under present 
conditions, reach Montreal competitively. As 
I say, the Government can do anything, all I am 
expressing Ls my Own Opinion. 

MR, PATTILLO: I understand. 

MR. CAMPO: I would not like to 
see the Government do those things, but if they 
do then that is it. 

VR PATTLOLO: Well now, I would 
like to ask you this question: Supposing the 
Government did decide it was going to adopt such 
@ policy and provide the facility which you as a 
refiner could use as you saw fit, do you then 


think that if such a facility was available that 
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the Western producer of oil would not bring his 
price down so that he could get a Montreal market? 

MR. CAMPO; Probably. I say 
as a refiner that we would be delighted to use 
Western Canadian crude on a competitive basis 
because it is obviously in our interests to do 
SO. 

ME. PATT ILO : Well, .f that. is 
the only way in which you could get Canadian 
crude into the Montreal market, by having the 
Government build a line and operate it as a 
facility, what objection would you have as a 
man in the oil business to the Government taking 
that action? 

MR. CAMPO: The very fundamental 
objection which is purely an objection on 
principal and philosophy: I do not believe 
in the Government entering those fields. 

MR, PATTILLO: I would gather you 
do not think the Government should be in the 
railway business? 

MR. CAMPO: I do not think so. 

MR. PATTILLO: That is perfectly fair, 
I am not quarreling with that view. Again I 
must ask you a hypothetical question: Do you think, 
from your exper? nce of the oil business that if 
the Government of Canada did build a pipe line 


at its own expense to Montreal that there would be 
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BNE) GE cries 
any necessity then for the Government to also 
put in force a system of quotas in order that 
Canadian crude move to Montreal? 

MR. CAMPO: It all depends if 
at once they transport oil for nothing, there 
might not be any need for quotas, Again it 
comes back to this question of what that crude, 
at what price that crude would reach Montreal 
compared to foreign crude. 

MR. PATTILLO: I will agree with 
you about that, but I have in mind - what I 
really was trying to get at, I am thinking about 
the producer in Alberta who has locked-in pro- 
duction today, do you not think that if you had 
a means of putting that crude into Montreal that 
existed right now that rather than have that 
locked-in production which is not returning any- 
thing he would reduce his price and move that 
crude to Montreal? 

MR. CAMPO: He might. 

MR, PATTILLO: Is it not likely he 
would, 

MR. CAMPO: I do not know, I hate 
to talk for somebody else - I say he might. 

MR. PATTILLO: Now, you see what I 
am searching for, Mr. Campo, is this: Te Our 


industry has said, "We abhor Government inter- 


ference, we do not want Government regulations, we 
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cannot see how you can have a pipe line to Montreal 
and bring Canadian crude to Montreal unless you 
had Government quotas and that would probably lead 
to Government control price at the wellhead and 
everything which we don't want", 

MR. CAMPO: That is right. 

DE et AO: And this would preclude 
risk capital coming in which would be all wrong 
in my opinion, so that I am looking to see whether 
there might be an alternative to that, that the 
Government in trying to decide on policy might 
consider and supposing the Government walked into 
you tomorrow as a producer which has a lot of 
locked-in production and said, "We have made a 
decision to build a pipe line to Montreal at 
Government expense and we propose to charge tariffs 
on that which will be arrived at by the cost of 
service method and one of the costs which we will 
eliminate in that way will be Income Tax and we | 
Will have a substantially lower cost of transporta- 
tion than any other private industry could possibly 
have", Now, as a person in the oil business I am 
asking you - I am still assuming this conversation 
with the Government - do you think that once I have 
puilt that line and put on that tariff in that / 
manner that I am going to be faced also with the 
problem of putting on quotas in order to move in 


Canadian crude to Montreal or do you think as a 
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producer that you would rather get return from 
your locked in production than keep it in the 


ground? 
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MR. CAMPO: Within, certain Limits, vor 
course, There would be -- it all depends to what 
I would have to reduce my price. It might pay me 
very well, and it will pay me very well to let 
that production go, 

MR, PATTILLO: It becomes a business 
assessment, then, whether it pays you to reduce 


your price a bit and move your oil or whether you 


Should leave it in the ground and wait for a better 
day. 

MR, CAMPO: Thats 8. opieit. 

MR, PATTILLO: Well, let me put. this to 
you, then: from your experience in the oil business, 
do you think that the present situation entitles any 
of the producing industry to reasonably expect the 
government to do just that, build the pipeline for 
the purpose of providing a facility? 

MR. CAMPO: I cannot understand anybody 
who believes in the system of free enterprise and 
who has engaged in business ever wanting a government 
to enter the field of private business, and, in 
principle, I repeat that it is something I cannot 
understand. I think there is more danger to our 
way of living oue to internal weaknesses of that 
type than anything else there can be, because, in 
my opinion it involves further and further steps 
towards control, state ownership, state socialism. 


MR. PATTILLO: So your answer would be 
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to government, "I will leave my oil locked in the 
ground rather than have you build a pipeline?". 

MRS CAMPO, © am in, business and Lean 
prepared to take my risks. I have to be smart 
encucm ito muiaemny own business, If becan't xcun my 
own business, if I can't make any money, I can get 
Out 5 nobody compels me to stay in business. 

MR, PATTILLO: On page 12 you make a 
statement which doesn't seem to fit with what you 
have just been saying. 

"Pinally, while not asking for such help 
ourselves, we would not object, if the 
Canadian Government feels that it is necessary 
and in the national interest to support the 
weaker members of the producing industry, to 
measures that would make available temporary 
Pinancial assistance for those requiring igo 

MR. CAMPO: That is a contradiction, and, 
as I say, I am not asking it for myself, I am simply 
saying -- the thing that puzzles me Senate elnes Wg acct? 
industry the majority doesn't ask for help, does not 
require help, and all of a sudden there seem to be 
so many doctors wanting to cure this industry of 
imaginary or otherwise sicknesses and everybody is 
trying to help this poor industry. Maybe there is 
something wrong with me or the majority of the 
industry; maybe there is something wrong with these 


other fellows whoare yelling for help. it there is 
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something wrong, which I don't agree with at Mea 
incidentally, well, help the individual if you have 
to help, if you think 1¢ is inthe national interest 
UOrCO- 1G, But you can hardly say it. 1s "in the 
national interest; you CouLGdn': jusviLy thav, 

It is entirely out of my hands, and I agree with 


= 4 


you that there is alittle bit of contradiction there; 


you say either you believe one thing or you don't. 

Pike AE APT EOS I was just curious about 
what measures you had in mind. 

MR, CAMPO: Just a little relief valve 
in were, Vey us say, incase the pressure jer too 
Oren. 

MR. PATTILLO: A little vaseline. 

MR. CAMPO: That is right. 

MR. PATTILLO: But you haven't given any 
thought to where it ought to be applied. 

MR. CAMPO: Well, we won't go any further 
into that. 

MR, “PATTILLO: Now, as a producer aia 
Western Canada -- top of page 13 -- 

"We think that government interference with 
the energy industries should be limited to 
what is necessary for the protection of the 
public interest. In our view, the public 
interest is adequately safeguarded by the 
existing authorities and we are not aware of 


6 is i 2, att A It 
a any strong public sentiment to the contrary. 
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At the present time the Government of Canada, 

under its present laws, has not seen fit Og aela 

tacsheregulate the taritts of o11 pipelines, Do 

you think that a failure to regulate tariffs of 

Oli Pipelines 15 or.is not in the netienal invercac? 
MR. CAMPO: A failure? 


MR, PATTILLO: A failure to regulate. 


MR, CAMPO: It is in the national interest? 

MR, PATTILLO: Yes. 

MR. CAMPO: Why a failure? Why call it 
a failure, whether it is in the national interest or 
not? 

Mee ALT LELO? Dov YOU -ThinieG pac so. | 
pipelines should be allowed to charge tariffs which 
are not Subject.to regulation? 

MR. . CAMPO: As far as I am concerned, I 
mepeal, ws Delieve Thau.pipedines. | ious 1 iu keo amy ee 
else, should be left to find their own levels 
of prices. and everything else, I believe in the 
minimum of regulations and the minimum of government 
interference. We go back to tne same basic thought 
al] the way through... Unvil, such time ass tiere is 
some evident abuse or national requirements in 

the public interest -- it would have to be a very 
strong requirement before anything is done. 

MR, PATTILLO: What I have in mind is this: 
certainly we have regulations today of telephone 


rates, we have regulation of rates chargeable by 
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the railways, we have regulation or other rates of 
conveyance. Now, in the light of that, is it in 
the national interest to regulate the rates 
chargeable by pipeline companies or should they be 
treated differently? 

MR. CAMPO; Well, could we say, is there 
any situation which requires protection for the 
public interest? Has there been any abuse? Le 
there has been no abuse and the pipelines operated 
on proper tariffs, why then regulation? 

MR. PATTILLO: You do regulate if necessary, 
but Untiivsuch tine. as iv is “obvious that 1 ve 
necessary, you don't think there should be regulation? 

MR, CAMPO: Paes MeLenGe 

MR. PATTILLO: Now, “Ln your opposition Vo 
the national energy authority, you say that no useful 
purpose would be served by the creation of a further 
agency or authority to exercise some portion of the 
powers now in the hands of existing agencies. 

But don't you think that it may be desirable that 
there.“be a. correlation in ‘4.-centralizati cy of sie 
the enersy requirements so that you wouldn't have 
one group dealing with something without paying any 
regard to what the other group might be doing with 
its branch of the authority? 

MR. CAMPO: Frankly speaking, I am not 
very well versed in this particular section of the 


thing; but I am against the formation of Board after 
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moardualter Board to fix’ this, to fix CHAU, COFP ise 

che other: All I can see is the trouble ahead, 

But maybe Mr. McLeod would like to answer that. 
MR. McLEOD: Well, I think our view 

is -- you have to accept the premise that this 

Superagency is going to solve the problems. It 


is our view -- and I must confess that our company 


has, with its history, short history, as you know, 
no firsthand experience of these agencies, and it 
is perhaps improper for us to express a strong view 
onthe matter, ““But our view is this, that there 

is no evidence that a superagency will function 
effectively; there is no evidence, I think, ex- 
panded that a superagency can be created. We feel 
that the government has already had enough agencies 
working inthe field at the present time. We think, 
within their limits, they have functioned reasonably 
well; we dontt want to see them, 

MR. PATTILLO: Mr. McLeod, do you agree 
that if there had been some central authority 
charged with the responsibility of keeping up-to- 
the-minute data as to accumulation of inventories, 
picking up of markets, cutting down in nominations, 
perhaps the situation which developed last fall, 
although it couldn't have been avoided, might not 
have been as acute as it was if industry had led 
such information available to it? 
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helped very much,in a situation like that; I really 
don't think so, 

Mi. PACTILLO: Because I think the fact 
was that people went on nominating for oil and then, 
all of a sudden, there was avery drastic cut, 

MR, CAMPO: No matter if there are ten 
Boards, they have to make certain forecasts of 
Consumption, forecasts Of this, and. that, and the 
best forecasts always go haywire at certain times. 

MAS PATIL LOS Ome (Of sine tone rem. 
weaknesses in man? 

MR, CAMPO: Yeo. 

MR. PATTILLO: Mr. Campo, when you are 
filing this information with the Chairman, would you 
please disclose the name of the company concerned? 

MEY CAMPO: Yes, 

MR, PATTILLO: Do you think, Mr. Campo, 
from your experience in the oil business, and 
particularly during the last war, that the national 
security and self-sufficiency of Canada would be 
improved if Canadian crude could be brought to 
Montreal? 

MR, CAMPO: T am not really sufficiently 
versed in strategic affairs, sufficiently qualified 
bo sey, but ib would seem vo me that, with the St. 
Lawrence Waterway and the evident consolidation of 
the United States and Canadian areas which would 


occur in time of war, in time of emergency, fi don't 
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think there would be very much improvement to the 
puraverre Situation, As J say, 10 Ls purely ‘fiom 
an ignorant - - 

MR. PATTILLO: From your experience in 
Bue oLl business and < <= 

MR, CAMPO: Tats, LS. Piene.. 


MR, PATTILO: Thank you. Those are 


all the questions I have, Mr. Chairman. 

THE CHAIRMAN: I suggest we adjourn for 
luncheon and reassemble in this Council Chamber 
ao 2.i> this afternoon: 


~--Whereupon the proceedings adjourned at 12.30 p.m., 
to resume ab 2.20 p.m, 
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THE CHAIRMAN: The Commission will now 
resume its hearing. 

Mr, Pattillo, I believe you have finished? 

MR. PATTILLO: I have concluded, 

THE GHATRMAN: Mr, Frawley? 

MR, FRAWLEY: Thank you, Mr. Chairman, 

Mr. Campo, when you went to the Belgians 
for financing, you made an agreement with them? 

MR, CAMPO: As an individual or corpor- 
ately? 

MR, FRAWLEY: I don't know, You. had 
something formed at that time? Did you have an 
incorporation formed at that time? 

MR. CAMPO: No, 

MR. FRAWLEY: i. am not being particu- 
lar about that. Let us say you as an individual, 
representing others as well as yourself, made an 
agreement with the Belgian Company under which 
agreement your proposed refinery was assured of 
a crude supply? 

MR. CAMPO: That is right. 

MR, FRAWLEY: Because that was your con- 
cern? 

MR. CAMPO: That. 22 Pleo. 


MR, FRAWLEY: And on the other side the 
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Belgian company was assured of a market also for 
the crude which it buys and sells in connection 
with its business? 

MR, CAMPO: Not exactly assured, They 
could meet competitive conditions, 


MR, FRAWLEY: Matis right, sand hat 


was their business, buying and selling crude oil 
in the competitive world? 

MR. CAMPO: Yes, 

MR, FRAWLEY: And those people pay in- 
come tax? 

MR. CAMPO: Thay, Leni eht z 

MR, FRAWLEY: So they were buying and 
selling crude oil and making, or endeavouring to 
make money? 

MR. CAMPO: I suppose that is the general 
1de8 . 

MR, FRAWLEY: Tha tks» pieit. So it was 
a good deal for them, and it was certainly a good 
deals forsyou? 

MR. CAMPO: Naturally. Otherwise I 
would not have gone into it. 

MR, FRAWLEY: And that arrangement con- 
tinues until now? 

MR. CAMPO: Yes, May I add that one 
of the governing reasons for Belgian Petrofina 
being interested in my scheme, in my programme, 


See was the fact that they wanted to come into the 
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eee cae 
North American Continent, into this hemisphere, 
because they felt they had too many eggs in one 
basket in Europe. They wanted to diversify the 
geographical risk, 

MR. FRAWLEY: Yes, and are also in the 
business of operating tankers? They own and 
operate tankers? 

MR, CAMPO: Yes,, vhatelsuricns, 

MR, FRAWLEY: So this arrangement with 
you also gives them cargoes for their tankers? 

MR, CAMPO: Yer, 

MR. FRAWLEY: So that is the advantage 
to them, as I see it, Now, let us see how 
effectively it works, You say in your brief that 
your company has to give Petrofina S.A. the first 
right to supply its requirements on equal conditions. 

MR, CAMPO: That is (rient., 

MR. FRAWLEY: So that extends even to 
Calvan and Western Leaseholds Limited, to your 
arrangements with them? I will put it more 
clearly. Suppose your board decided tomorrow 
that they would buy and take into their refinery 
somewhere the crude produced by Calvan, you 
would still have to talk that over with Petrofina 
S.A.? 

MR, CAMPO: How could we today take the 
crude that is entirely produced by Calvan? We 


couldinot: 
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MR. FRAWLEY: You have no physical way 
of putting it into your Montreal refinery? 

MR, CAMPO: Not only that, but we could 
not buy crude exclusively from Calvan, 

MR, FRAWLEY: Because of the conser- 


vation arrangements in Calgary? 


MR. CAMPO: Thatels, right. 

MR, FRAWLEY: But, assuming with me 
tnate you.,.could.do. that, you. could not do 16 until 
you had first talked it over with the Belgian 
company? 


MR. CAMPO: Obviously. 


MR, FRAWLEY: And that also extends to 
Western Leaseholds? 

MR, CAMPO: Meo. 

MR, FRAWLEY: And it even extends to 
your own crude? 
MR, CAMPO: That is right. 
MR. FRAWLEY: There is: a simple point 


there, which is perhaps an obvious thing. When 


is entirely Canadian, it is entirely Canadian but 
within the limits of the supply contracts? 

MR. CAMPO: Without limits. The limits 
of the contract; are limits which were placed by 
the management of Canadian Petrofina because it 
was thought it was in the best interests of 


you. say that the management of Canadian Petrofina 
——| Canadian Petrofina. We could not raise money in 
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Canada unless we had a sure source of crude. 

MR, FRAWLEY: Meats iene, Perhaps 
we are not saying different Trainees, All I say is 
that you must manage your company, and the Canadian 
board manages the affairs of this company within 
the limits of the written word in that contract? 

MR. CAMPO: That is so, but at the same 
time those limits were placed by the management of 
Canadian Petrofina, 

MR. FRAWLEY: It would not sign a 
unilateral contract? 

MR. CAMPO: Yes, very definitely. 

MR, FRAWLEY: You just dictated the terms? 

MR. CAMPO: No, we said simply this. 

I was a free agent at the time, Iesaid eae vou 
want me in this setup and if you want to come eh ale 
those are the conditions on which I think I can 
come in and do a job for you", 

MR, FRAWLEY: AS @ matter of fact, 
though, this Belgian company is doing pretty well, 
to 20 nOCy 

MR. CAMPO: To date they have not had 
any dividends out of here. They put some millions 
of dollars in but they have not had any return, 

MR. FRAWLEY: Is it doing as well as 
Petrofina? 

MR, CAMPO: Which? 


MR. FRAWLEY: The Belgian company. The 
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Canadian Pevrorina. 

MR, CAMPO: Outside of Canada they are 
doing quite well. 

MR, FRAWLEY: Yess, and Lp 2s 42. company 
with worldwide operations? 

MR, CAMPO: Yes. 

MR. FRAWLEY: You say on page 4 -- and 
you. will have to bear with me because in the nature 
of things my notes are somewhat disconnected and I 
will have to be doing a certain amount of jumping 
around, and I am sure you will bear with me for 
old times! sake if nothing else. 

MR. CAMPO: I think you know very well 
that there is no need for you even to worry about 
that. 

MR, FRAWLEY: You. say there that there 
is an inorrect assumption. Mr. Pattillo asked 
you about this this morning; out I have a different 
aspect that I want to ask you about. 

You say that there was an incorrect 
assumption made that our markets would continue to 
expand at the exceptionally fast rate achieved in 
the earlier years. Might I very politely ask 
you. what estimates you saw to warrant you making 
that statement? 

MR. CAMPO: Purely facts. In other 
words, is it not a fact that today the production 


_——— capacity is ahead of the available market? That is 
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MR, FRAWLEY: Did you have in mind that 
there is similar over-production in Texas? 

MR, CAMPO: Yes, I know that very well. 

MR. FRAWLEY: And in the Middle East and 
even in Venezuela? 

MR. CAMPO: In the world. 

MR. FRAWLEY: Yes, there is nothing very 
peculiar in the fact that we have over-production 
in Alberta? 

MR. CAMPO: Not at all. 

MR. FRAWLEY: Over-production: is not 
in itself and per se a bad thing? 

MR. CAMPO: Per se, no, 

MR, PATTILLO: I think we should have the 
record straight. I do not think the evidence was 
that there was over-production in Venezuela or in 
the Middle East. I thought they cut back their 
production to the markets, but that it was in the 


United States and Canada where they could not do 


that. 

MR. CAMPO: That Ls fashit. It was world- 
wide. That is why I added "worldwide". 

MR. FRAWLEY: All I can say about that, 
Mr. Chairman, is that my instructions are -- and I 


am sure Mr. Pattillo will be very glad to hear me 
say it -- that there is over-production in Venezuela 
at the present time. Just assume that. That may 


be easily checked. If the Commission considers it 
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important enough they can make their own inquiries. 
You. know that they have dealt with, or tried to 
deal with, the over-production in Texas? 

MR. CAMPO: Well, I know something 
about it but I do not know if I have first-hand 
knowledge of things and I could not discuss in- 
telligently what they have done or what they have 
not done, or what they think they should do or what 
they think they should not do. 

MR. FRAWLEY: Let me suggest to you -- 
and I am sure you know this as well as I do —- 


that the independents spearheaded a very 


vigorous campaign which resulted in a voluntary 


restriction of exports programme? 

MR. CAMPO: It could be, 

MR, FRAWLEY: I do not know anything 
about the state of the law in Venezuela but I 
would not be too surprised if there were some 
import restrictions in Venezuela, if we could 
think of such a.thine. 

MR. CAMPO: I do not know if there are, 
but I cannot imagine that we would want to export 
oil to Venezuela; so I do not know just what --- 

MR. PRAWLEY: What troubles me is why 
other countries can become nationalistic -- which 
is not a word I like particularly -- but Canada 
must not. Canada must leave it all to the laissez 


— faire policy you advocated this morning. 
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MR. CAMPO: If you stay on that basis, 
there are countries that are also socialistic 
and communistic. So we should say, "Why should 
not Canada follow their example, too?" 

MR. FRAWLEY: Lev mevpuy’ this. to vou; 
apropos of the same thing, apropos of what I call 
-- and I hope you will not take any offence -- the 
policy of letting the devil take the hindmost. 

Let me put this to you: why does the 
Government of Canada not say to the textile indus- 
try of Canada, "Stop complaining about the Japanese 
textiles coming in here and stealing your markets. 
Just @o out of business, if you have to,” 

MR, CAMPO: Of course, Lam not talking 
Porsche Lrexorle Industry. I do not know what 
their ideas are, but actually there is a fundamental 
difference between the textile industry and the 
petroleum industry. 

MR, FRAWLEY: i am sure there is, 

MR. CAMPO: tose cis one. The “ces fe 
industry, rightly or wrongly, has asked for help. 
The majority of the oil industry does not want any 
help. 

MR. FRAWLEY: Let us see who this majority 
atone TE 1s too bad that you  .0rt erororce Me winva 
these considerations, but who are the people who do 
not want to find the Montreal market? 


MR, CAMPO: T have read the reports of 
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the hearings and so on and it seems to me that 
the majority of the industries do not require any 
help or asked for any help. 

MR. FRAWLEY: I must not let you simplify 
that in any way. 

THE CHAIRMAN: Mr. Frawley, I think 


the Commission has a fair idea what the answer to 


that question is. 


MR, FRAWLEY: I am sure, sir, 


THE CHAIRMAN: I do not think we need 
to proceed, 

MR. FRAWLEY: Well, 10 26 true sie, 
that a good deal of what I am trying to develop 
with Mr. Campo I know and I am conscious of that, 
and it certainly tempers the nature of my question- 
ing because there is very little at this late stage 
of the Commission's deliberations that is coming 
to them as a startling new fact. I am sure of 
that. But I just want to develop this anti- 
nationalism of yours. 

MR, CAMPO: Oh, no. I disagree with 
you. "Anti-nationalism" is a bad connotation. I 
feel very strongly for Canada, for our country. 

MR, FRAWLEY: What is it that induces 
the Government of Canada to help Nova Scotia coal 
reach Toronto? 

MR, CAMPO: Evidently the Government of 


Canada has decided that certain things have got to 
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be done for that particular area, and there was a 
public demand there for certain things. I am 
not going to argue pro and contra, because it is 
outside my business, 

MR, FRAWLEY: Tiat 1S ~beue, 

MR. CAMPO: That is the Government's 
atrain;: 

MR. FRAWLEY: You say, then, does it 
depend on the loudness of the voices being spoken 
to the Federal Government? 

MR, CAMPO: It is not a question of 
the loudness of the voice. 

THE CHAIRMAN: Oil would be in Ireland 
from Western Canada if it depended on that. 

MR. FRAWLEY: Another thing that you 
said this morning that I must say struck me was 
this. Mr, Pattillo was putting some situations 
to you, and one was restricting development, and, 
while I made a very brief note, I think you did 
express the view that probably serious considera- 
tion should be given to restricting the develop- 
ment of the oil fields. Roughly speaking, is 
that what you said? 

MR, CAMPO: I said restriction -- ? 
Consideration by whom? 

MR, FRAWLEY: By the people who are 
producing or by governmental agencies to the ex- 


tent that they may be able to control development. 
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MR. CAMPO: If governmental agencies do 
produce by some artificial method a situation 
where there is over-development, yes, I Suppose 
that might be a good thing to do, 

MR. FRAWLEY: That is just about what I 
thought you said this morning, Now, if you do 
novrmind, I put it to you’ as being utterly ridicu- 
lous to control the production of Alberta when that 
open door in Montreal is allowing in 300,000 barrels 
per day of Venezuelan crude, What do you 
think about that? 

MR. CAMPO: Will you repeat that? 

MR, FRAWLEY: I-will. repeat iteitoryou.._. 
suggest to you, Mr. Campo, that it would be com- 
pletely ridiculous to expect the oil wells in 
Alberta to be shut back and at the same time leave 
an open door in Montreal to 300,000 barrels a day 


of foreign crude. 
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MR. CAMPO: May I be rude enough to ask 


you why? 
MR. FRAWLEY: Why what? 
MR, CAMPO: Why? 
MR, FRAWLEY: Why it is ridiculous? 
MR, CAMPO: Why do you think it is 
ridiculous? 


MR. FRAWLEY: You are entitled to question 
me, I suppose, although that wasn't the original 
idea, I put it to you, Mr. Campo, that that would 
be a very wrong thing in Canada to shut back our owm 
Canadian production and allow Venezuelan production 
to swim into Montreal.Is it not at 300,000barrels a 
day? 

MR. CAMPO: Of recourse, “ou Gaimk Ghat. it 
would be against the national interest. That is 
your opinion. Youlare entitled to it, but somebody 
else might say that the principal way of serving 
the national interest is to supply energy to Canadian 
consumers at the lowest possible cost. 

MR, FRAWLEY: But you wouldn't -= it 
wouldn't make any difference to you that the oil 
that came in from Venezuela was concession oil 
and the oil that came from Alberta or produced in 
Alberta - - 

MR. CAMPO: if it is economically sound 
not ‘a fellow could argue it is far better to use 


——|| foreign crude at low cost than to deplete your 
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national resources. TI mean there are so many 
arguments; I don't say I agree with that point 

of view, but there are go many ways of looking 

at this thing. What is the national interest? 

I would say the national interest is to supply 
something as basic ag energy at the lowest possible 
cost to the Canadian community and to Canadian 
consumers, That is the basic national interest. 

MR. RRAWLEY: .T. put 16 to you then if 
that is so, Mr. Campo, we should tell the Canadian 
textile industry to just pack up and just go tell 
the Nova Scotia - - 

MR. CAMPO: Why do you talk about the 
textile business? I have nothing to do with it, 
Mr. Frawley. if pi VGid,” Decoulawcadic abouts 
intelligently, 

MR. FRAWLEY: I must not talk about the 
nickel business either to you. 

MR. CAMPO: The nickel business yes, 

I know something about it. 

MR. FRAWLEY: Now, on page 14, the very 
tast four words in your brief are: "and that will 
Bur rice), You say: ". . ,. the exercise of powers 
within each field will fall into the purview of the 
official bodies already existing, and that will 
surfice,.” Is it any concern of yours, or is it 
any concern to the national economy that 63 per cent 


=| Of Alberta o11 production is now shut back? 
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MR. CAMPO: ie cepeat rit rt hei industry, 
which is primarily interested in the development -- 
who put the capital investment in those areas and 
who is primarily interested to get back a return on 
his money, I say that the oil industry is the one 
that is in the best position to aetermine what is the 
best thing to do to protect the investment they have 
in that part of the country, 

MR, FRAWLEY: All right, let me discuss 
that. 

MR. CAMPO: And they are qualified to do 
vis 

MR. FRAWLEY: All right, one of your 
associates this morning told us that you were now 
operating at 24 per cent of producibility, your 
own company. 

MR. CAMPO: It: ates. 

MR. FRAWLEY: What enables you to do that, 
Mr. Campo? 

MR. CAMPO: Nothing. 

MR. FRAWLEY: Does the balance sheet - -~ 

MR. CAMPO: We suffer, Our balance 
Sheet is very, very sick, 

MR. FRAWLEY: Now itisn't something I 
have any particular business to talk about, but 
what did the profit and loss statement of Canadian 


Petrofina show for 1957? 
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ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 7889 


MR. CAMPO: About one million seven, 
wasntt it? One million seven, $1,700,000, 

MR, FRAWLEY: OL VEVORWed 

MR. CAMPO: FeOl 135. 

MR. FRAWLEY: Now, is it out of that 
profit that you are able to stand the pressure 
of having, to put up with, et per cent of produc- 
SOL Loy 7 

MR. CAMPO; Thee OTOP tS. HOt wee 
one million seven hundred is a very poor return 
on the investment that our shareholders have in it. 

MR. FRAWLEY: You don't think there is 
much leeway there? 

MR. CAMPO: You must consider the fact 
that we have been in operation only four years, 
four and a half years. We haven't. had a chance 
to build up any reserves, and so on and so forth, 
We are 1m ja. peculiar posi Gion of our low, 

MR, FRAWLEY: I put, 10 Co wouce Mies 
Campo, that if you were operating as A.F. Campo 
Petroleum and you did not have the resources of 
Canadian Petrofina or indirectly the resources of 
Petrofina.S.A., that you would not be able to stand 
that kind of pressure, to have 24 per cent of your 
Production sold, of your producer ticaold? 

MR, CAMPO: That, might be entirely true, 


but then I say -- I come back to this: when anybody 
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ANGUS, STONEHOUSE & CO, LTD, 
TORONTO, ONTARIO 7890 


goes in business goes in business with eyes wide open, 
He should know what risks it takes, he takes, or 
what risks he doesn't take, Hel expects tbo male 
money. 

MR. FRAWLEY: And you say, you said this 
morning this is my problem and I will Solve “it? 

MR. CAMPO: tiaty tebe hne Cows titicanras 
solve it I won't be there, 

MR. FRAWLEY: I suggest you are solving 
it because you have the Belgian Petrofina behind you? 

MR. CAMPO: That is your suggestion, but 
I do not agree with you. You are entitled to your 
Opinion. 

MR. FRAWLEY: Itisis mot forme to say. 
It is for the Commission in the end if they think 
that. I suggest to you, do you feel there is a 
place in the Canadian petroleum industry for the 
small independent? 

MR. CAMPO: Surely, he is there, isn't he? 

MR. FRAWLEY: He is there at the moment, 
Ves: « Now, Mr, Pattillo was discussing with you 
the way in which the price of crude oil is presently 
fixed in Canada, and you agreed with him that it is 
fixed at Sarnia less the pipeline transportation 
from Edmonton to Sarnia? That is roughly the 
situation? 

MR. CAMPO: DE suppose that Ws nvnemsiaiias 
tion, where the Western crude may compete from that 


Source, 
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ANGUS, STONEHOUSE & CO. LTD, 7891 
TORONTO, ONTARIO 


MR. FRAWLEY: That is the way the 

Interprovincial, movement through the Interprovincial 
pipeline was originally designed, that the Illinois 
base and crude would be backed out and Edmonton 
crude would meet it. What I do hot understand, 
Mr. Campo, is what is the Giri Guat y ca poe taking 
that 256 which is today the posted field price in 
Edmonton, arrive ata price minus freight, arrive 
at a Montreal price by taking 256 and add 48 cents 
or whatever the transportation cost would be? 

MR. CAMPO: There isn't anything wrong 
with that. The only thing is when it lands in 
Montreal it is not as cheap as the other crude, 

MR. FRAWLEY: That all depends - - 

MR. CAMPO: That is the only thing wrong 
wee Lo. 

MR. FRAWLEY: That all depends on what you 
mean by your comparative crude oil costs that you 
list on page 9 because this morning you were asked 
by Mr. Pattillo and you agreed to file your actual 
laid-down cost? 

MR. CAMPO: het “is Correct. 

MR. FRAWLEY: Well now, what does page 9 
mean, because I was naive enough to think that these 
were your actual laid-down costs depending on whether 
you were getting minus 40? 

MR CAMPON. Mew Frawley. woulo never 


call you naive. All that I have quoted is simple 
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ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 7892 


PaACus 6 It is the posted crude oil prices of 
Kuwait plus the present transportation costs which 
are USMC minus 55 per cent. Those are the figures 
that I have quoted, 

MR. FRAWLEY: You have also quoted minus 
ho, 

MR. CAMPO: That is only an example in 
case that there were variations in freight rates, 
then we had the table there established so nobody 
could get confused. 

MR. FRAWLEY: Well then, do I understand, 

now perhaps this is being oversimple, but do I understand 
all you are going to file is something to show 
Uo minus 5? 

MR, CAMPO: No, © sadd LL would taterour 
cost. 

MR.» PRAWLEY: —YourcacoualL? 

MR. CAMPO: Yes, 

MR. FRAWLEY: Then the actual may not be 
minus 55? 

MR. CAMPO: May not be. 

MR, FRAWLEY: Or may not be minus 40? 

MR. CAMPO: God knows. 

MR. FRAWLEY: May be better even? 

MR, CAMPO: The Commission will know. 

MR, FRAWLEY: I see, so this then is 
a little exercise in arithmetic, to see what it 
would be if you paid minus 55 or if you paid minus ure) 


but you are not saying what you paid? 
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ANGUS, STONEHOUSE & CO. LTD. 73893 
TORONTO, ONTARIO 


MR. CAMPO: No. 

MR. FRAWLEY: Then you are saying you do 
pay $1.85? 

MR. CAMPO: Way 2S *Plent tne mares 
today is $1.85 plus transportation at certain published 
for a certain available rate, 

MR, FRAWLEY: As a matter of fact all 
that your actual cost will show, as distinct from 
page 9 in your brief is what the actual USMC is? 

MR. CAMPO: that is "rtpht. No, what the 
actual, frelent rs, 

MR. FRAWLEY: Yes, yes, and the basis 
of the USMC, the base you actually pay? 

MR. CAMPO: Thec “Is: iene. 

MR, FRAWLEY: I suppose you pay varying 
amounts? You paid something last month and something 
else the month before, is that the way it goes? 

MR. CAMPO: sometimes it changes, 

MR, FRAWLEY: And when you said this 
morning that you had to requisition the Belgian 
Company for your supplies, they give you no guarantee 
of what the USMC will be? 

Mn. CAMPO? “Nos 

MR. FRAWLEY: Of the date they ship a 
particular cargo? 

MR. CAMPO: Thay eis ent. 

MR, FRAWLEY: Tell me something about 


Canadian Fina if you can, Mr. Campo. 
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ANGUS, STONEHOUSE & CO. LTD. 7894 
TORONTO, ONTARIO 


MR. CAMPO: TI can't, Canadian 
Petrofina has nothing to do with Canadian Pina, 

MR, FRAWLEY: Is there any real or 
apparent similarity between the two companies? 

MR. CAMPO: No, 

MR. FRAWLEY: Are they both subsidiaries 
of the Belgian Company? 

MR. CAMPO: Oh, yes, but Canadian Fina 
is a 100 per cent Subsidiary of Belgian Petrofina. 

They have no outside Shareholders, 

MR. FRAWLEY: And you have only 92? 

Mie “CAMPO: No, that ta LNCOrrEeet , 

MR, FRAWLEY: I don't want to say anything 
that is incorrect. It may be the fault of my note, 

I thought this morning that all of the common shares 
are owned by Belgian Petrofina? 

MR. CAMPO: That is right, that te 26 %maliicn 
shares $1 par value; there are some 6 million shares, 
I believe close to 6 million at $10 par value per share 
which are not owned by Petrofina, or if they are 
owned by Petrofina there is a minor amount owned 
by Petrofina., 

MR. FRAWLEY: Now, Mr. Campo, you were 
carrying the torch here on page 6 for the International- 

MR. CAMPO: I never knew L would get vo 
that stage of carrying the torch, 

MR. FRAWLEY:> Welt. lL Wwalinread i) cenyou 


and you can make your own conclusion, 
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" 2 ures 2 ) 2 Dee ® 
This accusation", that is the accusation of 
company preference --« 


"This accusation is not supported by evidence 


on hand which shows that the major oil companies 


in Canada, regardless of the affiliation of 

most of them with international companies, 

have done their utmost to expand the markets 
for Western Canadian crude. The most evident 
proor is the capture of the Ontario marker. 

If there had been any desire to discriminate 

against our Western crudes, the Ontario market 

could and would now be supplied by foreign 
crudes." 
DO you think that you could refine in Ontario with 
Kuwait crude? 

MR. CAMPO: We can refine anywhere with any 
erude as long as we have the plant facilities. 

MR. FRAWLEY: You have to have a4 considerable 
capital investment to take care of Kuwait crude? 

MR. CAMPO: Yes, 

MR. FRAWLEY: Do you think you coulddo that 
as handily in Ontario as in Quebec? 

MR. CAMPO: L don't see why nor, Lc aie 
depends again on the cost of crude, realization, 
SLC hee. Economics, 

MR. FRAWLEY: But you would have to make that 


capital investment before you could refine a barrel 


of Kuwait crude? 
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ANGUS, STONEHOUSE & CO. LTD, 


TORONTO, ONTARIO 7896 


MR. CAMPO: Theis corres wl buGes tewiog, 
say there was such terrific desire to use foreign 
crudes, we would bend backwards; might even lose 
a little bit of money to use this foreign crude. 

MR. FRAWLEY: Oh, I don't think you would 
bend backwards to shut back Canadian crude, would 
you? 

MR. CAMPO: That is what has been said 
that the company has done. 

MRy FRAWLEY: 'I thoughteyou just saia ia 
moment ago - = 

MR. CAMPO: Ohyathat. whe erich Gerace t 
done generally. There is no evidence to that effect. 

MR, FRAWLEY: Except we had the instance 
of Sun Oil Company that couldn't get rid of 5,000 
barells of Venezuela crude. 

MR. CAMPO: Theat is. they ilear Ofeah 
elephant. 

MR. FRAWLEY: & O0Or barmrele, Lb uauak. 
is not to be passed up when you are shut back? 

MR. CAMPO: I agree. It is not a joking | 
matter, 

MR, FRAWLEY: That is what I mean, you 
don't think the present situation of locked-in 
O11 in Alberta is in any sense 2 joking matter? 

MR. CAMPO: Absolutely not. 

MR. FRAWLEY: Now, you say on page 11 


that you belong to the section of the industry that 
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7897 


feels the effectsof the hard times more than other 


sections, and I wish you would expialne chat? 


MR. CAMPO: Mr, Takacsy here ment 


ioned 


some figures as to our actual production, current 


production versus Progucibility.s Younwiid see 


that our position is rather touchy that way. 


No. ©, I am referring to the condition of Pe 


tro- 


Pina, as I say Petrofina has not had a chance to 


build any reserves. All we have been doing has 


been to try and establish ourselves in this area, 


and we have not had a chance to build up any 


SeSCL VCS 


whatsoever, so for that reason we are hard-hit, 


harder than the average company is hit. 


MR. FRAWLEY: But you can continue 


BO 


weather the storm for a good many years as long 


as you have that Belgian Company? 


MR. CAMPO: I don't ask you to feel 


sorry for me, I just said we happen to be in the 


position where we are being hurt too, 


MR. FRAWLEY: You. see, Mr. Campowivod 


Sscruck me as you gave your evidence this, morning 


as being a pretty rugged individualist. 

MR. CAMPO: That 2s Mea. 

MR, FRAWLEY: But the fact is that 
are in the very fortunate position of having 
world-wide Belgian Company at your back. 

MR. CAMPO: T can assure you that 


the Belgian Company eventually find out that 


you 


beg ae 
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produce, I think they won't keep me there very long 
and I don't want to stay there very long. 

MR, FRAWLEY: ‘On page 10 you talk about 
the $44 million per year in the cost of petroleum 


products to the ultimate consumer in those areas. 


MR. CAMPO: tisay up. vo 


MR. FRAWLEY: That is the same $44 million 
that you were talking about to the Hall Rotary the 
other day? 

MR. CAMPO: Yeo, thas tsrrign¢y Michi £ 


say Lam siad to. hear thal my words’ eirculeve so 


freely and so fast. 


MR. FRAWLEY: Some of us have our ears 


pretty close to the ground. 
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MR. FRAWLEY: Now, of course, you 
are talking naturally and obviously of your 
own personal circumstances? 

MR. CAMPO: No, I am not talking 
in the personal Situation, I repeat that is the 
figure on the basis of posted price two-way plus 
transportation costs available to anybody. 

MR, FRAWLEY: And you say that works 
at a differential against you, against Alberta 
crude of 58 cents a barrel at Montreal? 

MR. CAMPO: Correct. 

MR, FRAWLEY: And that is where 
the $44,000, 000c comes from? 

MR. CAMPO: Yeoe 

MR. FRAWLEY: Like the figures on 
page 9, an exercise in arithmetic? 

MR, CAMPO: Very simple arithmetic, 

MR. FRAWLEY: Now, whether or not 
money is lost by a Montreal refiner depends upon 
his refinery spread or refinery profit, you agree 
with that? 

MR, CAMPO; Naturally. 

MR. FRAWLEY: Whatever he selis the 
preduct.at has a bearing on whatever money he 
makes out of his operation, of course, and de- 
pending on the size of the original Spread, upon 
that depends his ability to pay more for his crude 


tf he has to, that also follows, I suppose? 
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MR. CAMPO: To pay more for his 
crude? 

MR. FRAWLEY: Yes, 

MR. CAMPO: If he has to. 

MR. FRAWLEY: LoWill put Le etorvou 


as I have put it to most of the refiners that 

have come here: The laid down price of crude 
oil, Alberta crude oil in Toronto is $3.29, the 
laid down price of Venezuelan crude in Montreal 
which is the big portion of it is $3.07, but 

the posted tank wagon prices for distillates 
and fuel oil, excluding bunker C are about the 
same. 

MR, CAMPO; But you must remember 
Olt has a big bearing on it, other products, propane 
and this that and the other, you have to take the 
whole income, the revenue. 

MR, FRAWLEY: But I suggest to you 
that on the surface at least there is a better 
refinery spread in Montreal than in Toronto. 

MR. CAMPO: I cannot say because 
I have not a refinery in Toronto. 

MR. FRAWLEY: Is that the reason you 
built in Montreal? 

MR. CAMPO: No, the reason was 
that in examining the markets, at the time, in 
1953 we felt that in the Montreal area there were 


not as many oil companies in business, we felt 
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that the limate in general was more favourable 
to us and that is the reason we chose Montreal 
as the original point, 

MR, FRAWLEY: I would not boast 
about the Montreal climate. 

MR. CAMPO: Not the actual climate, 
the business climate, 

MR. FRAWLEY: I want to ask you some- 
thing else about this determination of the Canadian 
price because you did say this morning that quotas 
on imports would lead to Government regulation of 
wellhead prices,and I think that is such a horrible 
consequence, I would like you to expand on that. 

MR. CAMPO; Did I say that? 

MR. FRAWLEY: Yes. | Vounisaid (theo eit 
was - I do not know how definite you were, it 
was not in your brief, but in answer to Mr, 
Pattillo that it might lead to Government regulation 
of the wellhead price, that is the imposition of 
quotas on the Montreal market. 

MR. CAMPO: It might lead to any- 
thing, I do not know if I said that particular 
thing, but I said once you start directing companies 
to that extent where you get into the matters of 
quotas and duties and procedure and this and that 
to fit the pattern, eventually you get into the 


position - one thing leads to another. 
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MR, FRAWLEY: Well, this particular 
thing, perhaps I was wrong in thinking you had 
any strong conviction that it would necessarily 
lead to regulation of the wellhead price, 

MR. CAMPO: It’ might. but it went 
not. 

MR, FRAWLEY: You have a business 
man's logic as to what Government control means. 

MR, CAMPO: hav @eerienc. 

MR, PATTILLO: I would be very 
interested if Mr. Frawley would explain to us 
what he means by "business man's logic", 

MR, FRAWLEY: What we have been 
listening to today. 

THE CHAIRMAN: It is difricart for 
Counsel to understand that. 

MR. FRAWLEY: What JI said a moment 
ago, let the devil take the high most. 

MR. CAMPO: May I say something? 

I stated something that was not quite correct. 

Our commitment to Petrofina applies to anything 

in excess of our own production. You remember 
you asked originally if we had to refer to Belgium 
Petrofina in case we had production, we do not have 
to if it is our own production, we can use it with-— 
out any reference whatsoever. 

MR, FRAWLEY: You call Calvan and 


Western teaseholds your own production? 
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MR, CAMPO: YeuG 

MR. FRAWLEY: What was the date of 
the agreement which tied you to - - 

MR. CAMPO: 1954 - 1953, some- 
where around there and renewable every five years. 

MR, FRAWLEY: You have acquired 
Western Leaseholds and Calvan since then? 

MR. CAMPO: Yeu 

MR. FRAWLEY: Have you had amendments 
to the original agreement? 

MR. CAMPO: No, the contract was 
worded in that fashion. 

MR, FRAWLEY: Now, there are two 
things I want to ask you: Would you look at page 
5 in which you say, you make a forecast and you say: 

"We believe that total domestic demand for 
Western Canadian crude will reach a level 

of about 500,000 b/d by 1960 and 575,000 b/a 
by 1962," 

Have you or any of your staff handy 
the make-up of that? 

MR. CAMPO: Naturally we have some 
calculations but I would suggest, unless you have 
any specific questions to ask us, that we file that. 

MR. FRAWLEY: Would you file that as 
an Exhibit? 

MR, CAMPO: Certainly. 


THE CHAIRMAN: Have you got it avail- 
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able at the moment to file so it could be marked 
as an Exhibit? 

MR. TAKACSY: Unfortunately I 
have only one copy in my hands, we will file it 
tomorrow, 

THE CHAIRMAN: would think that 
that copy which you arespeaking about now 


Should be marked as an Exhibit. 


--- EXHIBIT NO. M-16-2; Canadian Petrofina Ltd. 
Forecast of Canadian 


Demand and Supply of 
Petroleum Products. 


MR, FRAWLEY: Turning to the next 
page there is almost an identical question that I 
have to put to you. You say: 
"It is obviously difficult to forecast 
export demand, Perhaps the best that can 
be done is to assume that, with current 
restrictions continuing, a minimum of 
120,000 b/d of Western Canadian crude will 
move into the United States over the next 
few years, and that, without restrictions, 
our export volume might reach 200,000 b/d 
in 1960 and 250,000 b/d in 1962" 
Now, those are very interesting figures 
and I wonder if you have the make-up of those? 
MR, TAKACSY: I have the make-up 


of those figures, I have not got all the basic 
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information here right now, but we will be pleased 
to file it with the Commission, 

MR. FRAWLEY: Perhaps that could 
have the next Exhibit number and you will file a 
copy of that tomorrow? 

MR, TAKACSY: Yes. 

-~~- EXHIBIT NO. M~16-3: Canadian Petrofina Ltd. 
Forecast of Exports of 
Canadian crude, 

MR, FRAWLEY: Now, at the top of 
page 6 you Say, again I am back to this same question 
that the Ontario market - I take you back to the 
date of the Interprovincial pipe line in 1953, as 
of that date, could you have put Kuwait crude 
into an Ontario refinery but knowing you had to 
make the kind of capital expenditure that is 
indicated by the figures in the figures on page 
(om 

MR. CAMPO: I do not know, possibly 
not - I don't know. You are asking a question 
like this, I cannot remember the figures and I 
did not make a particular study of it because we 
had decided on the Montreal market anyway. 

MR. FRAWLEY: Thateuis recht. You 
see, you are a Montreal refiner and I would not 
be questioning you at all if you had not volunteered 
this information about Ontario. 


MR. CAMPO: On the present basis 
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there is no question about it, 

MR, FRAWLEY: Your refinery would 
require a 50 per cent additional cost because 
of the nature of the Kuwait crude. 

MR. CAMPO: It might. 

MR, FRAWLEY: Well, that is what 
you say - we will have to leave it there, I 
suppose. If you had to make that additional 
capital investment how could you then compete 
with Redwater crude coming down into the Ontario 
refineries that did not have to make that kind 
of capital investment? 

MR, CAMPO: It would be a question 
of economics if you are putting the thing entirely 
on the basis of economics and also commercial 
preference it may not pay to do it, it may pay 
to do it depending on circumstances, but when 
you are injecting the commercial preference, 
if he had this terrific desire to use foreign 
crude he could do it in Ontario today under 
present conditions. 

MR. FRAWLEY: By depending on your 
Supply contract with Petrofina S.A. and you 
were anxious and they were anxious to help get 
rid of the crude that they had, then you could 
do anything on commercial preference? 

MR. CAMPO: Yes, and that is 


——|| what has been said about this commercial 
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preference, 


MR, FRAWLEY: Who said that? 

MR. CAMPO; I had heard it in 
various reports and claims that have been made 
about commercial preference, 

MR. FRAWLEY; Well, perhaps you are 
pointing the finger at me? 


MR. CAMPO: No, by no means, 
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MR, FRAWLEY: Thank you, Mr. Chairman. 
ivsuppose if he is not pointine the finger at me 
it is a good time to stop. 

THERE CHAIRMAN: Asya MAGCer OF ace ak 
couldn'® understand the nature of your acceptance 
to that as not pointing the finger at you, 

MR. FRAWLEY: That is what the man said. 

THE CHAIRMAN: Mr. Campo, take your table 
onspage 9. Am I incorrect Injassuming that: your 
ocean transportation cost there, whether USMC 
minus 40 to 60,is a very variable factor, 

MR. CAMPO: We put those rates down because 
actually there nave been variations in the rates in 
this range. As a matter of fact, there have been 
bigger variations. 

THE CHATRMAN: Has 10° been the policy or 
Peerorina S,A. cto maintain Ate tanker Pleen arloay, 
in moving? 

MR. CAMPO: Oh, yes, naturally we do. 

THE CHAIRMAN: And is it bound by any 
convention or any rule or law to charge USMC varia- 
tions? 

MR. HANNA: The USMC basis, Mr, Chairman, 
tesla Handy one oo Use. Basically, thal Te opie 
Ondy weason tla enere. 

THE CHAIRMAN: Leu me pul 2b TO you in 
another way. In other words, in order to compete 


under this agreement between Canadian Petrofina and 
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Pevrorina SvVAL, all *Petrofina S.A. has to doris to 
move its rates down, charges down, to compete with 
any crude you might be offered anywhere. 

MR, CAMPO: Yes, that is correct, but 
there Lela Liniveto what wou Ccansorter ships. 

THE CHAIRMAN: Is there a limit to 
how low you can operate a tanker fleet, if it is 
the policy of the company to keep the tankers 
afloat? 

MR. CAMPO: It is, generally speaking -- 

MR, HANNA: Roughly the cost of operat- 
ing a 15,000-ton ship of recent design, such as 
what isknown as the T-2, is approximately USMC 
minus 55 to 60. That is about the break-even 
point. 


MR, CAMPO: But it would be lower for 


bigger ships. 

MR, HANNA: Yes, lower for larger Shs. 

THE CHAIRMAN: But there isn't anything 
from stopping Petrofina S.A. from quoting a charge 
that wold be no more than the cost of fuel and 
feeding the crew? 

MR. CAMPO: That is right, but it wouldn't 
work out from a revenue point of view. 

THE CHAIRMAN: It might, as the cost of 
keeping the tankers afloat. 


MR, HANNA: Yes. 


——— THE CHAIRMAN: Could you tell me, Mr. Campo, 
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what would Canadian Petrofina do if you were unable 
to get Kuwait crude? 

MR, CAMPO: We would have to get it under 
Carterent Conditions: we wouldn't have much 
agifficulty. We would have to go to Venezuela, we 
would have to go to other sources, In Montreal we 
are in a position to have access to anything. 

THE CHAIRMAN: What additional cost would 
be involved to Canadian Petrofina in changing your 
refinery? 

MR, CAMPO: Well, it would mean that 
we -- depending again on the type of crude that 
we could locate, Say there was a crude that hadn't 
the precise sulphur content and didn't require the 
precise treating that Canadian crude requires, then 
there would be a certain investment in the refinery 
that would be wasted, there would be some writing 
off, regardless of the type of crude Chae bs Lun, 
Teas difficult to say, and it is dependent ons cze 
Pype Ge crude. *inerc, 2374 tremendous difference, 
as you know, ae crude and crude. 

THE CHAIRMAN: Thay 1s ewe y ovo: 
don't know that that helps us very much. The 
prior statement this morning was that it would 
take you 20 years to write off =-~- 

MR. CAMPO: No, ten. 

THE CHAIRMAN: I am sorry, ten years 


to wreite off those facilities. Surely you must 
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have some dollar figure in mind, regardless of the 
various types of crude. Your answer to me was not 
Suitaclentily specific. 

MR. CAMPO: Mr, Patton mentioned the 
fact, and in the brief we have mentioned that it 
eosts '' dollars per barrel instead of minus: "x! 
dollars per barrel. That is the difference we are 
talking about between the two types of refineries, 
and that is the amount that would have to be 
written off. 

THE CHAIRMAN: 16 1/2 milltom dolitars, 
except what is already written off. 

MR. HANNA: Yes, except what has been 
already written off over the last two years. It 
is 24 asainst 35 willion,. 

MR. CAMPO: Ln easy 

MR. HANNA: It 1s 35 against 24 million. 

THE CHAIRMN: What is your verinery 
capacity -- 30,000? 

MR, CAMPO: These figures were on 20,000, 

THE CHAIR MAN: T make my calculations 
Om Chiruy. 

MR. CAMPO: No, twenty. 

THE CHAIRMAN: Mr. Campo, you make a 
statement on page 10 of this brief to which I would 
like to draw your attention and I would like you to 
comment on it. 


"We wish also to reiterate that severe 
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Tepercusslons Might occur in relation vo our 
basic efforts to expand the US markets for 
our crude", 
Now, what do you mean by "reiterate"? Have you said 
those things before? 

MR. CAMPO: I refer to the possible 
reaction Chal MiLent occur To the shutvving offs er 
instance, of Venezuelan crude in this market and 
what effect that would have on the capacity of 
the United States to give consideration to Canadian 
crude when it is under pressure from Venezuela and 
political considerations and considerations of crude 
Crying to bing a marke. We would have 
displaced crude here, trying to find its DLace 
somewhere else, 

THE CHAIRMAN: Who would initiate such 
retaliatory measures? 

MR. CAMPO: Venezuela would certainly 
be interested. It isn't a question of retaliation, 
it ie a question of lose ole market, and they 
would try to find a market for that oil somewhere. 
Up to date maybe the United States has given certain 
consideration to Canadian crude and the Canadian 
position; I don't know. Disturbance of certain 
delicate balance, international balance, might do 
some irreparable harm. I ecantt be too specific 
PACTS. 


THE CHALRMAN: You have no reason to 
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believe the accuracy, of the rorecast you make 
in this paragraph. 

MR. CAMPO: I believe there is some 
danger there. 

THE CHAIRMAN: You wouldn't believe that 
the economic market for Western Canadian crude is 
the Pacific Northwest and the Mid-Continent, we 
have been told; that it wouldn't continus to go 
Reve, 

MR, eCAMPOerTAv es. 

THE CHAIRMAN: How could Venezuelan 
erude be displaced if the Pacific Northwest is 
the economic market today for Western Canadian crude? 

MR, CAMPO: I am referring to the fact 
that Canada, to a certain extent, would be asking 
the United States to give it certain consideration. 
IT am thinking of the position of the United States 
versus Canada, versus Venezuela and versus other 
countries of that kind. Now, the effect of it might 
pe their being able to do certain things for Canada 
in the face of Canadian action that shuts off certain 
CeuUae, 

THE CHAIRMAN: I thought you believed in 
laissez Laire . 

MR. CAMPO: Tt 164 thing thee DL believe, 
I can't be positive about. 

THE CHAIRMAN: I just dontt see how it 


may happen, if the economic market for Canadian 


mata 5 fh Aeatin chy tye apmalainona d= . 


he Tee 7 Z 
ei ae 
- 


= 
b 


i 
aa 7 ; - ~ wt oe 5 a hen: Y 
; | a et mee et 
. ** =” Sion ban & ‘ 4 7 as ina 
hig uGOY Peeneio's ot Id: Vom eae. ‘oval 
a ; ie > fh = : 


no SMAMSLTAR Sante 


ANGUS, STONEHOUSE & CO. LTD. TOL 
TORONTO, ONTARIO 


Cudeeciss che Pacific: Northwest, 

MR. CAMPO: In the case of the United 
States, of course, we are talking about quotas. 

THE CHAIRMAN: We are below our quota. 

MR. CAMPO: Yes, regardless of economics. 

THE CHALTRMAN: In other words, you can't 
help me anymore than that, 

Mi, CAMPOS “ViNoOne bu do. feel! thavlspae 
a thing to move at this time. 

MR. COMMISSIONER HARDY: Mr. Chairman, 
Just to follow on that same line, I think perhaps 
Me, Frawley might want to take the position that 
the sort of thing you are suggesting might -- the 
problem in Venezuela at the present time is a 
problem in Alberta, and when you say there are 
certain circumstances in which it would be in the 


public interest to take certain action, I can! 


4 


C 
See buy whav) this Situation lof the. tlea cn time 
elephantywis ja ekhivabion that, a8 vou lwere sever 
going to take government action, would be a situa- 
tiLonwdin which you. would be justified tn doing at; 
because you have crude coming from an area where 
there is a very distinct unfavourable trade balance 
between Canada and Venezuela; it is brought through 
the United States in bond, where the profit on its 
transportation is going to a country where we have 

a further unfavourable balance of trade, and it 


is delivered into Sarnia with the only profit, 
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Pie Berens Vand Gletributton eroriter cand xs 
displacing Canadian crude. 

MR, CAMPO: it is very true what you say. 
S00 barrels rs a minor thing, The important 
thing is -- we are talking actually from the 
pOLior Ob wWiewlor thelping the Canadiammictune; 
and we must talk in bigger figures than that, 

MR, COMMISSIONER HARDY: Le the policy 
you are advocating were to be applied to the 
Canadian situation in general, the only market that 
would be left would be from the head of the lakes to 
the mountains. 

MR. CAMPO: Actually, without any govern- 
ment action, the most of the crude comes from 
Western Canada, and the use of Western crude is 
being expanded. So there is no such a thing™right 
now. 

MR. COMMISSIONER HARDY: Does it not come 
back, though, to its being marketed in that way at 
the present time because of these dirty words, 
"commercial preference"? It is a form of economics. 

MR, CAMPO: Tt Has an cutpuc or 200, 0c" 
parrels a day. There is somebody has broughr an 
5,000 barrels a day. 1t is not anything that is 
extraordinary, something that is vital, DL woutd 
certainly like to see the oil come from Western Canada, 
there is no doubt about that, but when we talk about 


5,000 barrels a day, 44 is a flea bite, that is all. 
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The actual fact is that most of Ontario is supplied 
by Western Canadian crude, and the play of free 
economic forces, There is the odd little bit that 
comes from here and there, but it doesn't matter, 

MR, COMMISSIONER HARDY: But what worries 
me is, how free are those economic forces? If we 
take it on the free basis, on the basic argument 
you are dealing with here, I can't see but what the 
whole of Ontario should be supplied at the present 
time by Petrofina, maybe. 

MR. CAMPO: Os Biases. 

MR. COMMISSIONER HARDY: It isn't because 
OL this. commercial interest, Which tere, 1 ort ot 
economics, 

MR. CAMPO: Ves. 

MR. COMMISSIONER HARDY: But is not Mr, 


Frawley justified in saying that all that he wants 


is that form of economics superimposed on the Alberta 


Situation; he wants more of the same? 
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MR. CAMPO: I really do not understand 
Les Let us go back to these famous economics, 

The actual fact is this, Wherever Western 
Canadian crude can reach a market, and whenever it 
can reach a market, on a fairly competitive basis, 
it will reach that market, and nothing has been 
done to stop it reaching that market. Asa 
matter of fact, everything has been done to facili- 
tate it reaching that market, 

Now, the whole discussion is not so much 
the Ontario market as this Montreal market, The 
only reason why Western Canadian crude has not 
reached Montreal is because there is a very sub- 
stantial difference in cost at Montreal between 
Western Canadian crude and, say, Kuwait crude or 
Venezuelan or whatever it might be, That is the 
point.. Now, I do not get your inference in 
this particular question. 

MR. COMMISSIONER HARDY: My inference, 
Mr aCampo, cic, this, While there has been no great 
discussion here of what would happen to the Ontario 
market, it nevertheless, I think, is fairly obvious 
that, except for the interests of the integrated 
companies, the Ontario market would not be retained, 
and we are simply accepting that as a wonderful 
benefit for those companies, which it is, .undoubted- 
ly, at the moment. 

MR, CAMPO: That is right. 


MR. COMMISSIONER HARDY: But then you say, 
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and I have been confused for weeks as to where 
you. draw the line or how you. can apply the same 
arguments to all types of economic situations. 

MR. CAMPO: If we are worrying about 
possibilities of what might happen, what might 
happen is that Venezuelan may go down 50 cents 
a barrel, 

MR, COMMISSIONER HARDY: It probably 
Wail. 

MR, CAMPO: Anything can happen. 
That is an economic condition that would have to 
be faced at the time. neato 2s.eli, Now you 
say there is a danger that the Ontario market 
could be supplied by foreign crudes. hS 2 Saic, 
that is correct, if there were a commercial 
preference on the part of any body, but as a 
matter of fact it is not being supplied. By 
far the greatest part, it is being supplied by 
Western Canadian crude. So, as far as the dan- 
ger is concerned, as a matter of fact most of 
the refining companies have commitments to ship 
through the Interprovincial pipe line and so on, 
to take certain amounts of crude and so on. As 
far as Ontario is concerned, we can consider under 
oresent conditions as far as we can see that the 
market is safe for Western Canadian crude. 

MR, COMMISSIONER HARDY: BUG gue va ee 


come back to the situation that, as Mr. Frawley 
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has suggested, perhaps there may be more in those 
commitments, 

MR, CAMPO: They can be made only if 
they are economically sound, Certainly Canadian 
Petrofina cannot make a commitment to take Western 
crude if it is going to cost Canadian Petrofina 
538 cents a barrel more, it. could not do that 
under any circumstances, 

MR. COMMISSIONER HARDY: I will have 
to stop carrying the ball for Mr, Frawley. 

MR. CAMPO: I do not think I would 
help Mr. Frawley very much. 

MR, COMMISSIONER HARDY: piiglobach lcs osnbisae 
one other question, MP. Cama: I take it from 
what you.have said here in the discussion that 
you. would still apply these basic principles of 
economics that you have outlined in your brief 
to @ situation that is created, at least par- 
tially, by another Government's action? 

MR, CAMPO: If there is any other 
Government's action, that is the time when the 
industry requires some help from the Government, 
There is no question about it. 

MR, COMMISSIONER HARDY: Is that 
not the way we get rid of the fleas, or where 
we should be doing something about the fleas? 

If it were not for the United States quota on 


Venezuelan oil, Venezuelan oil would never be 
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moving up the pipe line to Sarnia? 

MR. CAMPO: But that is a minor thing; 
We are making the tail wag the dog, Theat. LS not 
the big movement of oil. Tt sane in TOoronvo. 
Pops 20 MONtreaL . In Montreal the oil comes 
directly from Venezuela, arriving from Portland 
and into Montreal. 

MR, COMMISSIONER HARDY: Would you agree 
that when the flea grows up we will do something 
about it? 

MR. CAMPO: IT won't agree to anything. 
I say right now we are not faced with that con- 
dition. 

MR. COMMISSIONER HARDY: Thank you very 
much, 

MR, COMMISSIONER LEVESQUE: Mr, Campo, 
you told us that your shareholders were entitled 
to 6 per cent before the common shareholders got 
anything. Tn what proportion would you divide it 
after the preferred got 6 per cent? 

MR, CAMPO: Tt is on a:par value basis, 
Tn other words, they are on an equal footing per- 
centagewise. 

MR. COMMISSIONER LEVESQUE: That means 
that the six million shares, which represent $60 
million, are entitled to get $1 million dividend 
when the 20 million shares common are entitled to 


$1 million also? The six million preferred would 
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get $1 million dividend and the 20 million common 
would get $1 million? 

MR. CAMPO: No, Let US {pute lGethis way, 
Hes por evalue Ta) to 16. Let us say that there 
is a 10-cent dividend paid to the preferred share- 
holders, The common shares would get one cent. 

Is that right, Mr. Hughes? It i8 on @ par value 
basis. 

MR, HUGHES: The preferred shares are 
recognized as basic. Once the preferred have 
received their 6 per cent on the par, then the 
common receive their 6 per cent on the paregrand 
any further distribution goes out by par by par 
to both classes. 

MR. CAMPO: If the total dividend is 
10 cents to the preferred, the common gets one cent 
because of the difference in par value -- one to ten, 
It is prorata. 

MR. COMMISSIONER LEVESQUE: Secondly, 
would you. know if any other companies in Canada dur- 
ing the last five or ten years have issued voting 
Shares in bearer form? 

MR. HUGHES: I do not know of any other, 

MR. COMMISSIONER LEVESQUE: How did they 
vote at your meetings? 

MR. HUGHES: I am not too sure as to 
the ‘bearing of the question, but voting certifi- 


cates are issued. Tn. the first place, we cannos 
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reach them by an ordinary notice of a meeting, and 
therefore we publish a notice in the newspapers 
advising the shareholders that they can pick 
up voting certificates from a transfer agent. 
They can either appear in person or they can de- 
posit their warrants in safe custody. From the 
transfer agents they would get a voting certifi- 
cate and with that they would register their votes. 
There are actually at least ten companies with 
this type of warrant on the market. 

MR, COMMISSIONER LEVESQUE: In Canada? 

MR. HUGHES: In Canada, We could 
perhaps discuss it later if you want TO. 

MR. COMMISSIONER LEVESQUE: I know 
Imperial Oil had difficulty twenty years ago. 

MR. HUGHES: That is so. 

MR. COMMISSIONER LEVESQUE: At every 
meeting they had to deposit their shares GO “VOve. 

MR. CAMPO: We agree with you. 

MR, COMMISSIONER BRITNELL: Mr. Campo, 
T am going to stay away from economics and laissez 
faire and socialism, fascinating as all those sub- 
jects are, but there are one or two points of 
fact that have been touched upon but are StL 
not quite clear to me, 

Take the statement at the top of page 6 
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export demand, Perhaps the best that can 
be done is to assume that, with current re- 
strictions continuing, a minimum of 1207000. 
B/D of Western Canadian crude will move into 
the United States over the next few years, 
and that, without restrictions, our export 


volume might reach 200,000 B/D in 1960 


and 250,000 B/D in 1962," 

I am bothered a little by that word 
"assume", as to whether that represents a sort of 
casual hypothesis on your part or whether it is 
a considered estimate that you are making, 

MR. TAKACSY: There is considerable 
uncertainty at the moment as far as export markets 
for Canadian crude are concerned. We have sug- 
gested in this brief high level talks. Obviously 
you cannot anticipate the outcome of such an 
approach, and this uncertainty is translated in 
our estimates. 

MR, COMMISSIONER BRITNELL: But they 
are your best estimates of what would happen under 
those conditions? 

MR, TAKACSY: They are our best esti- 
mates under the present conditions. 

MR. COMMISSIONER BRITNELL: Have you 
seen, by any chance, the estimates of the Alberta 
Conservation Board that were filed with the Com- 


mission last week in Toronto? 
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MR. TAKACSY: For this year? 

MR. COMMISSIONER BRITNELL: For a. series 
Gr eyeers, including this year's. 

MR, TAKACSY: iL Nave not seen then in 
detail, 

MR, COMMISSIONER BRITNELL: I merely ask 
that because they are rather less optimistic per- 
haps than your figures and I wondered, when you 
come to give us your breakdown, whether you would 
mind breaking down the totals as between or as 
among, say, first, the Minneapolis or Middle 
Western market in the United States and, secondly, 
the Pacific Northwest market or Puget Sound market 
-- the Pacific Northwest market would probably be 
more complete -- and then any other markets you. 
mighs see there? 

MR. TAKACSY: We will supply this break- 
down to the Commission. 

MR. COMMISSIONER BRITNELL: The next 
point that bothers me a bit is the paragraph in 
the middle of page 7, which the Chairman very 
recently mentioned and which Mr. Frawley, i ehirk; 
mentioned before. Beginning -in the middle of 
the paragraph, you say: 

"Admittedly Redwater crude is a more valuable 
erude than Kuwait, but Canadian Petrofina 
made a large investment in its refinery 


in order to be in a position to handle 
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Kuwait crude and benefit from its low price. 

The investment in its refinery amounts to 

$1,750 per barrel of throughput as against 

$1,200 per barrel for an average refinery," 
Can I infer from that that, had you built a re- 
finery to take Redwater crude, it could have been 
built for around $1,200 rather than $1,750? 

MR, PATTON: Lh we did -budldwe refinery 
to handle Redwater type of crude, a good crude 
with low sulphur content, we could build it for 
much less -- around $1,200, 

MR. COMMISSIONER BRITNELL: Would any 
additional expense be involved in a switch from 
Kuwait to Redwater crude with your present refinery? 

MR. PATTON: No; just the opposite. 

We would have more equipment than we needed, 

MR. COMMISSIONER BRITNELL: Thacats 
what I thought, but I was not quite sure from the 
answer, The remaining point which I would like 
to raise is concerned with the first paragraph on 
page 8, which has also been discussed at some 
Lene ci: 

"As of today, with tanker time-charters 

available at no higher than USMC minus 55 
per cent and with the U.S. dollar tacHavdid = 
count of 32 per cent in terms of Canadian 
currency, the differential in the lLaid-down 


cost of the two crude oils at Montreal would 
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be 58 cents per barrel in favour of Kuwait 

erude ," 

I am just a little confused, after the discussion 
with Mr, Pattillo and with Mr, Frawley, as to 
whether this is a purely hypothetical example 

or whether it has some approximation to the 
present or the immediate past situation. 

MR, CAMPO: As far as I am concerned, it 
is the present condition. 

MR. HANNA: It is hypothetical as an 
example but it is very close to present condi- 
tions. 

MR, COMMISSIONER BRITNELL: I know 
that you are going to file figures with the 
Commission on the’ factual position, but this is 
not so far from reality that we cannot take it 
as an approximation of the present position? 

MR. HANNA: That is iene. 

MR. COMMISSTONER BRITNELL: Thank you. 

MR, COMMISSTONER LADNER: Mr, Campo, 
your submission has many valuable and sound sug- 
gestions. T notice in the opening part of your 
brief you say that the brief expresses the views 
of Canadian Petrofina Limited concerning: 

"7. Marketing of Western Canadian 

erude O11, 

"Oo. The national energy authority." 


Am I right in saying that your approach in 
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evidence is limited to observations and judgment 
on those points? You do not presume to speak 
from the point of view of what may be termed 

the national interest, from which a government 


might speak? 
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MR. CAMPO: That is entirely 
Canadian Petrofina, 

MR. COMMISSIONER LADNER: Speaking 
of Canadian Petrofina? 

MR, CAMPO: Yes. 

MR. COMMISSIONER LADNER: And re- 
garding your submission, and your position 
generally, I would take to thatiyoursduty 
is primarily to the shareholders of your company? 
I am referring to the submission here before 
this Commission and to the interest of the share- 
holders and that these take precedence over all 
other considerations? 

MR. CAMPO: That basically is 
correct. 

MR, COMMISSIONER LADNER: That is 
a reasonable conclusion? 

MR, CAMPO: Within reasonable 
limits because I still feel that the interest of 
the company cannot be contrary tw the interests 
of the country. In other words, I think that 
the two - - 

MR. COMMISSIONER LADNER: I am 
just coming to that aspect of the question. 

What I am trying to do is to delineate your 
position here as between your duty and function 
as the president on the one side, and the publie 


interest on the other. T think the submission 
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has not got any meaning unless we make that 
point of view clear, 

MR. CAMPO: I think you are 
quite right. I mean it is quite a good point 
you Nave raised.,.but 1 thought I. hadumade it 
clear that I was speaking naturally for Canadian 
Petrofina and representing the shareholders of 
Canadian Petrofina, besides having expressed at 
various times my opinion that that is not contrary 
to public interest or to national interest. As 
auM@eever lol - Tact ~1t is) in thevnational interest. 

MR, COMMISSIONER LADNER: Well now, 
wouldn't you say that I think, speaking of your 
duty now, I speak of your function as president 
of the Canadian Petrofina Company Limited, it is 
the duty of legitimate business men within the 
law to benefit their shareholders? 

MR. CAMPO: Theat Le -riehy. 

MR, COMMISSIONER LADNER: I mean that 
goes without saying almost? 

MR, CAMPO: Absolutely. 

MR. COMMISSIONER LADER: And that the 
public interest is the concern of governments, and 
the making of policies by governments and their 
agencies. Now you do not presume in submitting 
your opinion here today to submit them from the 
point of view of the Government of Canada? 


MR, CAMPO: No. 
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MR, COMMISSIONER LADNER: Am I not 
correct in saying that you come here as a business 
man at the head of a large institution and say 
from the point of view of our business - - 

MR. CAMPO: That is right. 

MR. COMMISSIONER LADNER: - - that is 
what we think should be done, free enterprise and 
so on, 

MR. CAMPO: Andras 2 citizen. 

MR. COMMISSIONER LADNER: And it is 
for somebody else to decide, perhaps through the 
agency of the Royal Commission or otherwise what 
the public policy should be after hearing the 
viewpoints of yorr interest and other interests you 
have submitted? 

MR, CAMPO: Absolutely right. 

MR. COMMISSIONER LADNER: Do I sum up 
the situation - - 

MR, CAMPO: Perfectly. I have 
simply expressed an opinion as an individual and 
as a tax payer. 

MR. COMMISSIONER LADNER: And as an 
officer of the company? 

MR, CAMPO: And also at times I 
have expressed an opinion as a citizen, as a tax 
payer. Thiet. Leathe 

MR. COMMISSIONER HOWLAND: © just have 


See a few residual questions Mr. Campo. in your experienc 
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in purchasing crude, is the posted price still 
the controlling price in most transactions today? 
MR. CAMPO: As far as we are 
concerned that has been. 
MR. COMMISSIONER LADNER: And as 
far as your knowledge extends? 


MR. CAMPO: As Yar as: L-know, yes; 


MR. COMMISSIONER LADNER: One or two 
questions on reactions on reading your brief, and 
if they sound a little carping please ignore that, 
it is just reaction to reading what you said. 
I notice that you referred to the Gorden Commission, 
particularly to the expert study, thier rs “ite 
John Davis study and you state there that according 
to this authority, and you seem to rely on this 
authority, that Western Canada is in a pretty good 
position to share in supplying continental needs. 
Now there are one or two points that have been 
raised in regard to this study in matter of evidence, 
not opposed to the study but facts given which 
worry me a little in your assumptions. I recollect, 
I hope I am correct in this recollection that 
Doctor Davis in his estimate of the market for 
Western crude in the early sixties includes the 
Montreal market. Now this doesn't seem to be 
the presumption of, as you termed it, the 


major oil companies. Here is a fairly susbstantial 


= volume which Davis assumes comes to Montreal and 
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you do not. 

MR. TAKACSY: As fer as tne: Davis) 
study is concerned, what he feels might happen 
during the 1960's we consider this as the inter- 
mediate range, and not the long term prospects. 
When we were talking about the long term prospects, 
we were thinking of the estimates that the Davis 
study made for as far as 1980, not for the in 
between years. I wouldn't say that all parts 
and every paragraph of this study is accepted by 
us. 

MR. COMMISSIONER LADNER: No, but I 
am glad to have that reply so that I know where 
you stand on it. Another assumption that was 
prought out in the evidence before the Commission 
is that in order to get into this position, 
Western industry has got to have a rate of dis- 
covery twice as rapid as between the years 1947 
and 195+ This is a fairly rapid rate of growth. 
It is brought out by at least two of the major 
oil companies to us. Now how can you reconcile 
that with this type of philosophy which is, le 
understand it, perfectly legitimate philosophy? 
How can you reconcile such an assumption with the 
philosophy which says if the road gets rough, 
we will have to ride it out? T don't say I think 
you are wrong, but I am trying to reconcile that 


with a forecast that you endorse. 
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MR, TAKACSY: Well we have forecast 
a certain domestic demand for Canadian crude, 
and also made certain assumptions for export 
demand, and we do think that this forecast will 
assure the rate of exploration in Western Canada 
Without producing surplus capacity that will 
reach the objective in the long run. Dida 
make myself clear? 

MR. COMMISSIONER LADNER: My. wane 
once made himself quite clear about the long run. 
He Said in the long run we are all dead. ag 
don't mean that in criticism. Another point of 
face . tiank Mr. Campo, I think Chae wou vend 
that the plum of the oil industry in Canada was 
the operating end? 

MR, CAMPO: The production. 


MR. COMMISSIONER LADNER: The pro- 


GuUctiLon.. I am a little concerned .——- 
MR, CAMPO: Not in Canada; in 
general. Everywhere. Not in Canada. The 


Canadian producing industry is a bit on the young 
side to really be able to cash in. In general, 
in the World, that is recognized to be the place 
where the oil companies make their money. 

MR, COMMISSIONER LADNER: Well I am 
just interested, if this is not so in Canada, 
Canada has exceptional circumstances, right? 


MR. CAMPO: As I say, the industry, 
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the producing industry is relatively young. 

MR. COMMISSIONER LADNER: Well we have 
had a lot of evidence but for the past ten years 
hundreds of millions of dollars have been spent 
on this, and they have never got, the majors 
haven't got their money out by any means, if any 
return? 

MR. CAMPO: That 15 FLehy. 

MR. COMMISSIONER LADNER: On the 
evidence it suggests that the refineries were in 
some cases at least guaranteeing the development. 
Now again not in criticism, but in understanding 
the basic needs of the oil industry in Canada 
LSC Oe 

MR, CAMPO: Well it, Miehtebe se 
for some of the other companies, but obviously 
Petrofina is not in that position. 

MR, COMMISSIONER LADNER: Now equally 
then you would tend to make a reservation of your 
submission as going beyond your purview that the 
plum was in the operating or producing level 10 
Canada? 

MR, CAMPO: I can say this to you: 

in . the oil business, in any circles I mean I 
have spoken tq certainly the production is 
considered as the section of the oil business 


in which an oil company, very large oil company 


——- will receive its biggest returns. It might take 
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veers. It might take a long time but eventually 
that is the plum. 

MR, COMMISSIONER LADNER: dh alas) Sans 
the capital gain rather than the return at 
present. If it is in Canada because there have 
been very little during the - - 

MR, CAMPO: in Canada, as 1 saica, 
the industry is young. It is pouring money back 
ie voOlEaned, Cruge oll. Under these conditions it 
hasn't had a chance to cash in on it. 

MR. COMMISSIONER LADNER: Lam Juse 
trying to sort the facts. You would have to say 
that in Canada so far the plum is not in Western 
Canada; the plum must be in Montreal? 

MR, CAMPO: Take for instance in 
the case of Canadian Petrofina. Let's talk 
about marketing and refining. We are in the same 
position. We have been here five years marketing 
and refining. We have not made any money worth- 
while. We have been pouring money in. We hope 
that we will get a return on our money. We are 
too young to expect that return yet, and that 
applies to marketing and refining. Tm rocher 
words, takes a certain time. You can't go and 
start operating all of a sudden and expect to 
make big profits right away. 

MR. COMMISSIONER LADNER: I would under- 


Stand that. 
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MR. CAMPO: That Le rlLenc, 
MR. COMMISSIONER LADNER: Now just 
one last question on this matter: On importation 
of bunker C fuel you have been competing, I 
presume, with some of these imports of the States 
in prices for these imports? I mean, I am ask- 
ing from your general experience of the oil industry. 
MR. HANNA: There is a cargo price 
for them in the U.S. Gulf of Mexico, Caribbean 
ports, and it is that price plus current ocean 
transport costs with which we have to compete 
for selling our product. 
MR. COMMISSIONER LADNER: ALL righ, 
T am a firm in industry on the shores of the 
St. Lawrence, Pulp and Paper plant. The oil 
industry apparently from outside Canada comes 
to me, through its agent, and says I have got 
10,000 ton ship coming in. If you have got 
storage you can buy this at 5 cents, 6 cents, for 
a 10,000 cargo lot. Is this what happens in 
fact? 
MR. HANNA: Generally sales are 
made before the ships start moving. 
MR. COMMISSIONER LADNER: I would think 
SO. A chap comes to me, an agent of that retinery 
in say Venezuela, I don't mind where he is, and 
he comes to me and says now if you would like to 


take 10,000 load or barrels I suppose it is, what- 
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everaay is, 1 Wild sell 10 to you at76 cents, 
which is possibly 2 cents lower than the current 
operating price. Now is that the type of thing 
he says to me? 

MR, HANNA: We are faced with 
that competition at times when there is an over 
supply of bunker fuel oil in the Caribbean 
refineries, and in the United States Gulf 
refineries, and we get those prices v.1rown 
at us, but we are endeavouring to make our sales, 

MR, COMMISSIONER LADNER: I have 
heard of other people who are also faced with 
that kind of competition. 

MR. CAMPO: Of course there is 
the basic competition all the time with coal, 
against coal. That: 1s pasic, 

MR, COMMISSIONER LADNER: And the 


bunker C again is the bottom of your refining 


is it? 

MR, CAMPO: Thetis. Fleer 

MR. COMMISSIONER LADNER: So this is 
the one in which you can - - you get what price 


you can, but you. have cot tor@eperid of 2u7 

MR. CAMPO: We must get rid of 
2G. 

MR. COMMISSIONER LADNER: 5O thisais 
even more susceptible to the market, the going 


Drice? I mean you unload it? You have got to 
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move it? 

MR, CAMPO: ha Gerd See eta an Big 
cargo is 10,000 barrels and of course generally 
a company like that cannot bring in 10,000 barrels. 
10,000 tons, 

MR, COMMISSIONER LADNER: I believe 
most of these companies are in fact equipped to 
take this? 

MR. CAMPO: Chet as rienyy They 
have to be equipped. 

MR. COMMISSIONER LADNER: I believe 
most of these companies are in fact equipped to 
take this? 

MR. CAMPO: What Stereo es They 
have to be equipped. 

MR. COMMISSIONER LADNER: But this 
bunker "C" has not necessarily much relation to 


DrAce or cost? It is something one has to dispose 


on? 
MR. HANNA: We must dispose of it, 
MR, COMMISSIONER LADNER: Even below 
cost? 
MR, HANNA: Yes. 
MR, CAMPO: It is very hard to 


say what the cost of it is. 
MR, COMMISSIONER LADNER: Tepes <i chit, 
I understand that it is what the market will bear? 


MR, HANNA: That is right. 


“#0 FAS iM 


; ; 1 
; i ea pt 
i fete teg gen “(obra @iererad O90 0 #2 CBIR" 


x 
BEEMMOC aie.” 
1 , i‘ i 


! ae ney POAT ee 6 Se leadios Bees 
| 


wef 2 my rer 
(Sore . ss 
wre | ie (oe | re 
« Nd iit 
Ve ¥ z an 
ae ra, aneee 


at Py 3 Ae 
abe in eateg 
{ aon ne 
ayes} Pe * 
vo 
fall os is ot) ns 
ie * ? ae ae 
tora ta i By ee 2h 
eA 
§ 7 
S 3 = 
7 ee, <1 
, oe atte ‘ J 7 zt 
7 A ? +> EO 
“er * ‘ 
“ pe na ae 
r i Tid eet Oe 
ae rs ieee oe , ak 
wee Sete dy all fom 
e. to A 
avy e| Aas. x 
} ake a ry rig fl 
¥ Sv ¢. ad 
0 TARR Peeny 


fi a4 


spat: tae Uae pa 


Ao? 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 


MR, COMMISSIONER LADNER: Tell me 
this, can you from your SXpPerlLence, Of would. a0 
Pe Ultait CO ask you tht’s confidentially or 
otherwise: For the past two or three years how 
far has this price of imported bunker C tended 
to - where the sales have been made tended to be 
beneath your lowest possible price that you could 


Selive NOW if it is ar unfsirv question, skip it. 
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MR. CAMPO: No, it is not an unfair question 
but it is a very hard question to answer because 
actually -- for instance, you said, I believe, during 
the last two or three years, well, during the Suez 
crisis we obtained very high prices for heavy fuel 
oil, there were people who were running around 
looking for heavy fuel oil and naturally we cashed 
in.on, it, 

MR. COMMISSIONER HOWLAND: Could you give 
me the last two or three months? 

MR. CAMPO: The markets have been weak 
during the last two or three months. We could give 
you information as to what prices we have had to 
sell our bunker oil at. Actually I do not think in 
our case we have had to compete against imports at 
any time, in other words, we have disregarded that 
business. We have been able to place that fuel oil 
elsewhere, 

THE CHAIRMAN: Thank you verymuch, Mr. 
Campo, for the brief which you and your colleagues 
have prepared and have brought here to the Commission, 
Tt will be most helpful. We appreciate very much 
the work and time put into it and your frankness in 
answering the questions. 

MR, CAMPO: Thank you very much, and thank 
you for your consideration, 

THE CHAIRMAN: We will adjourn now for 
ten minutes. 


-~--A short recess, 
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CANADIAN COAL DOCK OPERATORS ASSOCTATION 


(Revision of Statistics) 


(Note by Secretary): 

The following is a revision of some 
figures promised on Tuesday morning, July 15, by 
Mr. K. C,. Culham in connection with the submission 
of The Canadian Commercial Coal Dock Operators 
Association, Mr, Culham mentioned these changes 
in an interjection at the end of the second para- 
graph of Section II of his submission. The revised 
figures, which are from the Dominion Coal Board, 


comprise Part I and Part II of Table I in the 


Dock Overators' submission, For convenience 
Parc IiViof the same table is-aise reproduced 
here without change, to aid in making the desired 
comparisons, 
Also placed on the record is a revision 
of the first three paragraphs of the text in Part II 
of the submission, so as to incorporate the changes 
in the figures, 
The original version of the table and 
text will be found at pages 7589 to 7592 in the 


Transcript for the morning of July 1 LO5C. 
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JADLE Ly Pent bin 


FORECASTS FOR NATURAL Gas(b) 


Anticipated Industrial Sales by 
Trans-Canada Pipe Lines 


MMM b.t.u. = MMcf 


YEAR OF Interruptible Firm Total 
FORECAST Gas Gas | Industrial 
1960-61 Bea eo 52,4904 105,213 
1962-63 125.3543 64, 403 136, 746 
1967-68 106,436 92,699 199,135 
1972-73 157, O44 132,400 289,455 


(b) Submission of Trans-Canada Pipe Lines, 
Exhibit “65> Hearings ip STOORS 225580291493. 
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IT, TOTAL CONSUMPTION OF FUEL ENERGY 
AND THE PREDICTED DIVERSION TO GAS 
The recent industrial consumption of fuel 
energy in Ontario and Quebec, as provided from coal 
and oil, is shown in Table I, Part I of the table 
Shows that in 1954 the total industrial energy con- 
Sumption by way of coal and oil in Ontario and 
Quebec (expressed in units of MMM B.t.u.) was some 
403,000 units, Of this total some 302,000 units 
or 74.4 per cent were provided by coal and some 
101,000 units, or 25.6 per cent, by oil. ‘This 
was the consumption in the somewhat depressed year 
of 1954), Two years later, in 1956, the cor- 
responding industrial consumption of fuel energy 
had risen by one-fourth, to 503,515 units. O£ 
this larger total some 361,000 units were provided 
by coal, or 71.7 per cent, and 142,500 units or 
28.3 per cent by oil. 
The middle part of the table, marked 
Part II, gives the experience of Ontario and 
heres separately, showing the preponderance of 
coal in Ontario and the greater importance of oil 
in Quebec. The corresponding quantities in 
the customary ‘units of net tons and barrels are 
also shown, 
in Part [TIL -or Table ae wii pe Dowd: 
for comparison, Trans-Canada's forecast of the 
distributors! natural gas sales to industrial con- 


sumers only, taken from its Exhibit 6. The table 
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shows a forecast of 136,746 units (MMM B.t.u.) 

of gas to be sold to industry in 1962-63. This 
represents a very large amount of energy, no less 
than 27 per cent of the 503,000 units (approxi- 
mately) derived by industry from both coal and 
oil for 1956. When compared with coal alone, 
these 136,746 units amount to 37.8 per cent of 
the energy derived by industry from bituminous 
coal in 1956. They are the equivalent of some 


5,065,000 tons of coal. 
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MR. PATTILEO: We are now to hear from 
the Irving 011 Company which has filed a submission 


and which I am suggesting be marked as Exhibit M-16-4., 


submission of 


IRVING OIL COMPANY, LIMITED 


APPEARANCES: 
Mie AG. LIVEN 
Mr. E.C. Hodgins 


Mr. Chas. Lemieux 


---EXHIBIT NO. M-16-4: Submission of Irving Oil 
Company, Limited. 

Mi. PADPILEO? © Miy Sirvine Ss nerve. a ve 
Presicent of the Company and I am going to ask 
him to introduce the members of his group to the 
Commission and to advise us as to who will read 
Vice Drier, 

THE CHAIRMAN: Mer reve 

MR. IRVING? Mr. Chairman, Mr. Lemieux 
is on my rieht and Mey Hodeins we on my ere, 12 
Will read the brief. 

I very much appreciate the opportunity 
to make a submission to this Royal Commission charged 


with the duty of inquiring into and making 
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recommendations in respect to sources of energy Lit 
Canada and the problems involved in, and the policies 
which ought to be applied to the resulation of the 
transmission of oil and natural gas between provinces 
or from Canada to another country. 

My oil activities were for many years 
pretty much confined to the three Maritime Provinces, 
but during the last few years have been extended to 
include Newfoundland and part of the province of 
Quebec, 

Irving Oil Company, Limited now purchases 
its requirements of refined petroleum products from 
refineries outside the Dominion of Canada. An 
affiliated company, Irving Refining Limited, is 
buriding a refinery ‘in-Saint John, estimated* co cost 
about $50,000,000. It is expected to go on stream 
Aprik’ 21,2960. This project-wrll providera, Tov 
of employment during construction and will create 
positions for many on completion. Lt wills beta 
permanent addition vo the “industrral acviviryeor 
this area, where it will also encourage the establish- 
ment of related enterprises and further industrial 
development. Our refinery in New Brunswick should 
not be compelled to purchase Canadian crude oil at prices 
higher than those for which imported crude now is 
available, 

T have other interests in New Brunswick including 


the manufacture of long lumber and bleached paper 
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pulp. My home has always been in New Brunswick and 
I take pride in being a part of this community. 

It, therefore, is a source of distress to me that 
economic conditions are such as to cause the Gordon 
Commission to devote in its report so much space to 
economic troubles of the Atlantic Provinces, which, 
in its opinion, require special consideration, 

Our distress and economic problems have 
developed not from natural causes but principally 
from man-made regulations and the lack of the 
necessary off-set action which should have been taken. 
Porwyearsswe nave been forced to pay annually 
millions of dollars for the purpose of developing 
Canada -- principally Central Canada. The result 
has been the weakening of our pre-Confederation strong 
economic position to the status stressed in the 
Gordon Report. Federal policies should be such as 
to preserve and fully develop the great natural 
economic advantages our geographic position provides. 

Transportation, cost in order _torcarry on 
trade, as it is now channelled, is recognized as one 
of the greatest problems of this area. We have in 
the four Atlantic Provinces approximately 10 per cent 
of the population rariganada: To place a further 
burden on our population by way of regulating or 
restricing free trade in crude oil for the purpose 
of providing an additional market for Western 


=——| Canadian erude oil would be most unwarranted. The 
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resultant higher cost of crude would, of necessity, 
be passed along to the consumer in the form of 
higher product prices, and further increase our 
already high cost of Liv eet 

While, to my knowledge, no proposal has 
been made to extend further east than Montreal the 
artificial market for Western Canadian crude Cala 
I am fearful that such measures Nay be. sought, The 
economic consequences would be most serious for the 
people of this region. 

The people of New Brunswick have made a 
tremendous investment in Central Canada for which 
they receive practically no return. They cannot 
afford to assume the additional burden bound 
to result by creating an artificial market for 
Western Canadian crude oil in the Montreal, or any 
other, area, 

In your deliberations on the measures and 
Suggestions that may be submitted to you to make 
possible the access of Prairie crude oil to the 
Kastern market, I urge you to give consideration 
to the impact and consequences of such measures 
upon the economy and the people of this region. 

THE CHAIRMAN: Thank you,. Mew Devine. 
Me, Parcel lio? 

MR, PATTILLO: Thank you, Mr. Chairman. 
Mr, Irving, as you know, this Commission has been 


sitting ‘almost. continuously since last February 
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and during that time we have heard a good deal 
AOOUULh Une, UTLaAlS and tribulations: or the Provinces 
of Alberta. As an ex-Nova Scotian I am prepared 
to start discussing now Maritime rights with you 
ai, FOU arey prepared fo stay Lor the’ length of time 
that would be. required to do it, 

MR. FRAWLEY: Mr. Chairman, I enter a 
formal objection. 

MR PATTILLO: Couve? you, tell. us, Mir. 
Lrving, about the’ Trving O1L Company? BOOB rs 
Canadian company or a New Brunswick company? 

MR.IRVING: it is a Dominion company. 

Mas PATTILLOs Common shares? 

MR, IRVING: Yes, entirely. 

MR PATTILEOs Any of those held by 


the public? 


MR. IRVING: We have about 30 shareholders 
altogether. 

MR. PATTILLO: Kay pret? 

MR, IRVING: Preteg@Eed a 

MR. PATTEELO:: Yes 

MR. IRVING: No, 

MRi. PATTILLO:" OF any debentures? 

MR. IRVING: Yes, some debentures. 

MR, PATTILLO: Any bonds? 

MR, IRVING: No, debentures. 

MR, PATTILLO: Are the debentures placed 


in Canada or in the United States? 
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MR, IRVING: In Canada, they were 
originally placed in Canada. I think pretty much 
held in eee 

MR, PATTILLO: Have they any conversion 
privileges to shares? 

Mi. eRVviNGs No, 

MR. PATTILLO: Now, the directors of 
the Irving Oil, are they all Canadians? 

Mi... LRVING's We have eight directors, 


Six are Canadians and two are from the United 


States. 


Mi, PATI ILO: And this other affiliated 
company, Irving Refining Limited, we heard in 
Cazcary? that srandard of California has en intercet 
in that company? 
MR LAV ING: iat Ais roo. 
MR. PATTILLO: And it is presenuly 
contemplated that the common shareholders would 
be Standard of California and Irving O11 Company; 
LS chat. correce? 
MR. IRVING: Standard of California -- 
or bee. 5 °r think 1t=as, 
MR, PATTILLO: Which is a subsidiary of 
Standard of California? 
MR. IRVING: Yes, 
MR. PATTILLO: Sad-Trving OL? 
MR. IRVING: No, me personally. 


MR, PATTILLO: Now, is this refinery, 
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has construction been commenced? 

MR, IRVING: Yess 

MR. PATTILLO: How long ago did construction 
begin? 

MR..IRVING: Well,we have been acquiring 
land for years and I do not suppose you consider 
that part of construction but work started, I would 
say, in March of this year, the actual work on the 
ground, 

MR. PATTILLO: Now, I understand from 
the evidence that we got in Calgary that the source 


of crude for this new refinery will probably be 


Middle East crude of Standard of California; is 
Chav correc? 

MR. IRVING: Yes, that is what we expect 
Lt TO" bes 

MR, PATTILLO: At the present time you are 
not importing crude, you are importing products; 
is Chet cCOrrec.? 

MR. IRVING: Yes. 

MR, PATTILLO: And would you mind telling 
us the source of those products, geological source? 

MR, IRVING: Yes, from Aruba, Amauy and 
Curacao, 

MR. PATTILLO: And for how many years have 
you been importing your products? 

MR. IRVING: Well, back in 1924 we imported 


then for a while we did not, we purchased from 


*) two 
. hare at 


Cbounammos sed Fol ssp 


* 


,2o¥ Ss OnTVAT GAM 


, a 
Sea 


>! wor yolrreths am 


Bae ateoyv “ok boat 


(cee 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Canadian sources, Then, in 1930 we again -- April, 
1930 we started importing for a short time then when 
the duties were changed and one thing and another 
on products why we bought also, starting in perhaps 
early 1931; we bought in Canada again. Then I 
would think perhaps it was about 1949 we started 
buying part of our requirements from these sources 
that I mentioned, from Aruba and Amauy and going on, 
two years ago we started buying Curacao, 

MR, PATTILLO: And therefore the last 
tWO Years you have nou been buying any of sour 
reduirements in Canada? 


MR. IRVING: That Lsarienis 
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MR, PATTILLO: Now, at the present time, 
as I understand it, you are retvalling in the three 
Maritime Provinces, in Newfoundland, and what I 
woula call the Eastern Townships of this province 
and around the area of the City of Quebecs. 13 that 
COLrect? 

MR. IRVING: Yes, you might say Eastern 
Quebec, from Montreal east. 

MR, PATTILLO: Now, I assume you have 
given some study to this question of moving 
Canadian crude into Montreal? 

MR, IRVING: Given it some thought? 

MR, PATTILLO: Yes, and have you carried 
your thinking to what your company's position 
would be with this new refinery being supplied 
by Middle East crude if the refineries in Montreal 
were required to take Canadian crude? What would 
your competitive position be? 

MR. IRVING: Would you mind repeating 
that question, please? 

MR, PATTILLO: If your new refinery was 
being supplied by Middle East crude, as you con- 
template, and the refineries in Montreal were 
required to take Canadian crude, have you given 
any thought as to what your competitive position 
would be as against them as compared to your 
competitive position today with them? 


MR. IRVING: Yes, of course, you always, 
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when such a thing as this is contemplated, natural- 
ly are concerned about it and wonder just what 
effect it will have on your operations. BErore 
establishing or deciding building a refinery in 
saint John, we gave a little thought to what 
might take place in respect to Western crude and 
Western Canadian crude, foreign crudes and all 
that sort of thing, studied it, and we felt there 
was no possibility of having crude comine as far 
east as the Maritimes, anyway, and we took all 
that into account and eventually decided, for 
various reasons, to locate our refinery in Saint 
John, 

MR, PATTILLO: Yes, but you haven't 
answered my question, 

Mn® IRVING: Yes. Well, we have, as 
far as the immediate position is concerned, given 
thought to it, 

Mm, PATTELLO: When you have given 
thought to it, what do you consider, from your 
years of experience in the oil business, your com- 
petitive position would be if your refinery was 
permitted to have Middle East erude to the fullest 
extent and to its capacity and the Montreal re- 
finers were required to use Canadian crude en- 
CLOG Y.«, Would your competitive position vis-a-vis 
then be improved over what it would be if they 


continued to use the crude that they are presently 


bee 
od al spiasiind ah. ght) MS BNEME a dies 


x 
2 
A 
«as 
Sp 
. 
~ 
~ 
PA 
+ 
> 
‘ 
aa 
= 
‘ 
PT 


Vata Tec satikow Sas SE jyede Berreaiog sees 


° 
_ 


Peary » aos Fae “toy mo veyed it tw lth ¢469%e 


> 1 a! yee nk: : . ons 
— MOS Se y , re msi Gr 
f ari DIY SgNre Ske 
wf ? A wg: c 
i iq ’ Tooeds? 
ee 
Ry J : 
" Sor 
a 1 kee rk ' 
} ‘ 
é 
| " . ; 7 
be > * ° 
fi ie 
i ; 
i . is bes Bat aes 
, § ! - 
| ‘ 
i 
oe 4 
; | 
r. PN 
| } 
Nh 
i 7) 
: ¢ ne i pe ct ian 
} ‘ / ‘ a 
| 
. } 
‘ 
| . 


cael 
A NN ae 


‘ 
| ens * a 
ter ‘ F gers : 
i, 
\ 
i 
¥ 
LJ 
if P * + 
in ee 
K % t 
‘te 
1 
i ' oA 
Tame Bo od % 
’ = < 
i 
ag toe n 
ae ‘ry 
‘ 
‘ ’ 
vig at ad » 
‘ . SE } 


ANGUS, STONEHOUSE & co, . 
TORONTO, ONTARIO 6) eos 


using? 

MR, IRVING: If you stopped and started 
there, with our position, of course, with present- 
day costs of western crude delivered in Montreal as 
compared with Middle East crude delivered at Saint 
John, we would have an advantage, but it depends 
how you. accomplish what you have in mind. 

MR, PATTILLO: Perhaps you will explain 
that. You. have thought of that because that might 
happen, Supposing you were faced with the problem 
of moving Canadian "crude to Montreal; do you think, 
firs. Of all, sit could be done without quotas? 

MR. IRVING: Well, I would have to know 
first what the cost of producing erude in the wesc 
is. eno af 1 had surficieny margin, 2 mien oe 
Sule co “oe “LT. 

MA PACT IEEO: That would mean that if 
you. were prepared to place your selling price some- 
where in relation to your cost of development and 
finding so that you were getting a pay-back in 
a certain period of time, you think it might be 
possible to move Canadian crude to Montreal with- 
out any quotas at ail? 

MR. IRVING: Well, if you told me what 
it cost to produce a barrel of crude in the West 
and how much it cost to move it to Montreal, I 
could tell you whether I thought it would be com- 


petitive or not. 
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MR, PATTILLO: Well, we have had var- 
ious bits of evidence about that. LW eC Mr 
Frawley, who is interested, develop that further 
with you, Mr. Irving, because he probably can 
get what the Conservation Board developer considers 
are those figures, 

Let me put this to you: would you con- 
Sider it was fair if the Dominion of Canada Govern- 
ment imposed quotas on importation of crude and 
products. on Montreal, and the central Canadian 
refineries only permitting a very small percen- 
tage of foreign crude and imports to come in, and 
at the same time said to refiners in the Maritimes, 
"We are intending to impose quotas on you, but it 
won't be the same because we can't get Canadian 
crude to you, but your quotas will be based on 
our calculations as to the market in the Maritimes 
and Newfoundland, We will permit you to bring 
in foreign crude for those markets, but we won't 
permit you to bring in additional supplies which 
will enable you to go up and take the market away 
from the Montreal refiner who, we insist, will take 
Canadian crude"? Do you consider that fair? 

MR. IRVING: I would consider it, as a 
Suggestion or proposition, We, of course, had 
definite ovlans in mind when we located our re- 
finery anisaintrJohnn., We figured on marketing 
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provinces and a certain part in the province, we 
will say, of Quebec, If you made some suggestion 
that didn't upset those plans, didn't increase our 
Costs Cf oll and made it possible, I suppose 1 
couldn't say it was unfair, We are naturally 
interested in the Western producer, but inasmuch 
as we have decided to make this investment in 
Saint John based on conditions as they existed 
at the time, and knowing, too, that perhaps from 
some standpoint it wasn't the best location for 
our market of redistribution, but for certain 
reasons that we had ourselves we decided 
that was the location where we would like to 
build a refirery, and nothing was done to upset 
those plans or to increase the cost of oil to us 
in the Fast, I don't suppose we could object to 
anytnine that. you dic. We are naturally, as I 
said before, very much interested in Western 
Canada; we don't want to be unfair to them, but 
we must not be placed in a position, or we do 
not want to be placed in a position where we are 
going to have to sell our products for more money. 
MR. EAPLILEO: One of the western 
producers has suggested that this Montreal- 
Portland pipe line be reversed and that they send 
Canadian crude to Portland and then they send it 
On co Saint Jonni wand Patatons What do you 


think of that scheme? 
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MR, IRVING: (Well, it could be done, but 
the figures I have are that our aude would posibl 
possibly cost us 75 cents a barrel more, 

Mie PATTILGIO: Than your presently 
estimated cost? 

MR. IRVING: The cost of crude coming 
from the Middle East. I am not familiar with 
pipe line charges, but I have some figures which 
are reasonably correct, 

Mi PACT TO: I was going to ask you, 
would you be prepared to file those figures with 
the Chairman as to what you have worked out as 
the cost if that happens and what you have worked 
out as to the cost of your Middle East, crude laid 
down in Saint John? 

MR Ln V ENG: I would be very glad to do 
ther. If I could do that tomorrow, would that 
be satisfactory? 

WR, PATETLEO: It would be satisfactory. 

Now, as a Canadian who has been in the 
oil business for more than thirty years -- I think 
you have been in the oil business for more than 
thirty years, have you not? 

MR, IRVING: That is correct, thirty- 
four years. 

MR, PATE EGSO: What do you think of the 
policy that has been advanced by Sun that Canada, 
as an oil-producing country, having production 


which ig capable of supplying the whole of the 
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Canadian demand, should, for the purpose of self- 
sufficiency and national security, establish a 
national policy whereby Canadian oil would be given 
the preference? 

MR. IRVING: I have raised two or three 
points there. Anything that is Canadian I should 
think should naturally get preference; charity 
begins at home. There isn't any question about 
that, However, it isn't always possible to do that 
economically, and you have carried right in with 
the oil business other industries which are de- 
pendent on low-cost fuel, and their very existence 
depends on it. 

Take the pulp and paper industry, in which 
I happen to be interested, if, being a) good 
Canadian; I tuised Canadian oil ava cost or 75 
cents a barrel more at this new refinery project 
of ours, it would cost us $9,960,000 a year, some- 
thing alone that iitne, and that is a Lot of money. 
We juss couldn't afford that, and it: wouldnt be 
possible for the company to absorb it and it 
wouldn't be possible for some industries to pay 
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MR, PATTILLO: Do you suppose we could 
get them to buy any Nova Scotia coal instead? 

MR, IRVING: Well, we would like to 
have them buy, but just the same you would put a 
lot of companies out of business. I changed over 
a pulp mill from coal to oil because it was necessary 
fromthe cost of operation standpoint, I remember 
that at the time we changed our cost of steam 
dropped from 72 cents a thousand pounds to 56 cents, 
when we changed to oil. There are reasons for that. 
Thac is NOb.e normal operation, butvi.t. 16 an inseance. 
tc actually took place...So you just could met hold 
pulp mills up today with high cost fuel and have them 
operate, 

MR. PATTILLO:. And you, think there ere opher 
industries that would be similarly affected? 

MR. LRVGNG s I would think so, 

in, BATT LELO: Mr. Irving, what would 
vou think of theehPicacy Of ua policy er the Mederai 
Government if it decided that, as an oil pipeline 
16, 6 facility required. to move ;cruge oll) ivon vue 
present area to the market area, just as our high- 
ways and railways are facilities for moving products, 
that 1 would be in the. national jnveres: moms he 
Government to build or acquire all such facilities 
and make them available to anybody who wanted to use 
them? Do you think that if that policy was adopted 


that the producer in the West -- let us say that 
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his cost of finding and developing oil was in the 
vicinity of $1.20 a barrel and let us say thav his 
probable costs of moving oil to Montreal under 
such circumstances would be inthe vicinity of 50 to 
55> Cents a barrel -- would in your opinion and 


from your knowledge of the oil business it be 
probable that the producer in the West would take 
advantage of the facility “orfered and move his? oii 
into the Montreal market at a price competitive 
witn Middle East crude laid down here? 

MR. IRVING: You say that was at cost 
Or selling price of $1.20? 

MR, PATTILLO: I did not say"selling price”. 
IL Said tnat is nis cost. of devéloping and finding. 

MR. IRVING: You said his cost is$1.20 and 
Wis tLransportavion 18 55 cenvs? 

MR. PATTILLO: TP savd "50 to’ 55 concs”. 

MR. IRVING: Thiel “eee lee. 

MR, PATTIE: Yes. 

MR, IRVING: Well, he would have a margin 
OF POLL Ciere. You are asking me should he take 
advantage of it? 

MR, PATTILLO: From your experience in 
having gone out and bought products and crude and 
that sort of thing on the market and dealt with these 
people and found out what margin they insist on if 
they are going to do business in the marketplace, 


what do you think would be the likelihood of them 
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moving it? Would they say, "No, we will keep 
it in the ground"? 

MR. IRVING: 1 Would *say that) 1¢ vai7 
depends. here are A reat many factors you 
would have to take into account, Tf they are giving 
tei OLl away todo it, maybe they would not take 
advantage of it. If they were making a reasonable 
profit, I should think they would, 

MR PATTILLO: As a person who has been 
in the oil business all these years, have you 
ever been able to determine what they consider a 
reasonable profit in the oil business? 

MR. IRVING: I know what I consider a 
reasonable profit. 

MR. PATTILLO: Well, do you mind telling 
us? 

MR. IRVING: You mean - - 

THE CHAIRMAN: Mr. Irving, 1s she balance 
Sheet of Irving O11 Limited published? 

MR, IRVING: NeOSe Ati. ce I would say 
that we made a reasonable profit last year and 
we made a reasonable profit the year before from 
Our Operations, 

MR, PATTILLO: Would you be prepared to 
file with the Commission copies of your balance 
Sheets and profit and loss statement? 

MR, IRVING: Yes, 


MR, PATTILLO: Therewas one question I 
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omitted to ask you, Your company has never been 
in the producing business in Canada? 

MR. IRVING: No, 

Mie PRTTLGLOs Thank vou, That tems) 
the questions I have. 

THE CHAIRMAN: Mr, Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 

I have no questions, 

MR, COMMISSIONER HOWLAND: There is one 
question, Me. Irving? “You dieeussed, or av least 
you mentioned in general terms, your plans to service 
a number of markets: the Atlantic provinces, I 
believe, and parts of Quebec. That would include 
Montreal and eastern parts of Quebec from Montreal, 
is “Chat correct? 

MR, IRVING: Yes. 

MR. COMMISSIONER HOWLAND: It includes 
Montreal? 

MR. LRVINGs Yes, delinively 1c ineluces 
Montreal. 

MR, COMMISSIONER HOWLAND: What I would 
itke to get ---and if it ts a wecret Of your 
own perhaps you would let us have it off the 
record, but possibly it is not that kind of matter -- 
but what I would like to know is the proportion of 
your estimated market which is formed by Montreal, 
in the first place, and, secondly, Montreal and 


Eastern Quebec -- the two different breakdowns. 


Tovah (Sad hie “08 aie thea 


ea, ; a i. ee tase 


i tort? (vey aasl? sania kaa! ve 


eek oS 


vg yet 


pus tnant aN nso Vie ; 
mePekg ne (wor: Bite hy WAR ‘an 
: ae lala on ‘sve I 


Sf aelt AOVATHOR : pamaoTee IMO fit! 


a 
= 


a&,. cee", DBSEU =p ba “ane aM” es 


D> See lee SUR Tad LS Tees ea bafol Se Lois uoe 


. 


IO VR OT ICRLSA ARS radwitem 36 25S¢cinuit B 


oe “av oa 


aM ood: oodSeuO. te sane wisdass bee US sHOM 
i | 


holly 
“he 4 ‘ 
Pa sae. 2 eat es 
Mo 
aS SMT 7 a} 
ee SOM LViL AM 
To Sree ate is 
ar cs 
: . oe ae m , ie ern ‘ } 
{ AVae hi. FARVOLee LPM. 31M \p- 
cE } 
ij ocr a = | 
et 
~ 
~ ) r i i * oT 
/ : A or = Ww I, 4 4 [ Ei } 
ih oo 
i 
1 Bot yr at ] 
" Lp yt ‘ ! i b wey - 7? | 
sig \q 
’ a) ? ae t PF pas . ek 


‘ 
~ 
< 
~ 
a 
Cy 
— 
4 
od 
7 
ee 


’ . PUA 
: or 
aE by mi WM re f | Sac } 
< i 
‘ ¢ < 
TOR YC | £0 iw Jsoi"1is Si iltes tine 
P ; : 1 
BS rere i y role CL Sod 4 E 
v che ‘ 2 
+ 
i ud ; +] flo - feita ‘ j ‘ 


ANGUS, STONEHOUSE & CO, LTD. 7905 
TORONTO, ONTARIO 


MR, IRVING: I can tell you now that our 
sales are about 70 per cent in the Atlantic provinces, 
30 per cent in the Province of Quebec, and we figure 
that our sales should be about 60 per cent in the 
Atlantic provinces and 40 per cent in the Province 
of Quebec from 1961 on, tThev is what we are hoping 
Por. 

MR, COMMISSIONER HOWLAND: Assuming -- 

I am using Mr. Pattillo's "assuming" just for 

exercise and I do not want it to be anymore than that -- 
that there was a quota, a 100 per cent quota, which 

is just a supposition, on your entry into the 


Quebec market, that 4O per cent of your estimated 


output, or estimated market. Perhaps I should be 

a “Wattle more carerul. I presume that your refinery 
was tailored to those market estimates. Ai Leon ce Ct. 
rie e nee yr 


MR. IRVING: eS. We are building a 
refinery, and I can give it to you in barrels if you 
eke: 13,300,000 barrels would be our annual through- 
pit, oO million barrels of that in the Atlantic provinces, 
and that would leave 5.3 million for the Province of 
Quebec. You cannot always do what you wish to do, 
and your market changes from year to year and you 
lose accounts, and that amount :varies from year 
to year. 

MR. COMMISSIONER HOWLAND: What I am 


trying co geu au == and it is just a supposition -- 
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Memene eriéct, of a. cutback of 5 million barrels in 
your output. Would that be material? Would your 
cost be materially affected? 

MR. IRVING: It would, yes. 

MR. COMMISSIONER HOWLAND: If you had 
that cut-back? 

MR. IRVING: It would, yes. 

MR, COMMISSIONER HOWLAND: And this 
would be of some particular moment to you because 
VoUrs lio a new rer inemy 

ME. DRVING: Yes, Uhat 2S correcs, 

MR, COMMISSIONER HOWLAND: Thank you, 

Mr, Chairman, 

THE CHAIRMAN: Mo. Eeving, would you 
relieves (Uso SO 0Nau We will =berclear anwoue 
understanding and knowledge of it, what oil companies 
operate in the Maritime provinces other than your 
own? 

MR. LTRVING: Well, we have pretty much 
all the majors of Canada. 

THE CHAIRMAN: You can take them alphabetically, 
Lt oyouLike, 

MR, IRVING: We have the British-American, 
and then we have the Canadian Oil Company, we have 
the Ontario Oil and the McColl-Frontenac and 
Petrofina -~ Shell does not operate -- and ourselves. 


THE CHAIRMAN: So that wien yourse, ves 
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MR. IRVING: That is correct. 

THE CHAIRMAN: Well, thank you very 
much for preparing this brief and coming before 
the Commission and giving us your views. We 
appreciate it very much. 

Gentlemen, the hearings of the Commission 
are now adjourned until 10.00 oteclock tomorrow 
morning in this Council Chamber, 


---Whereupon these proceedings adjourned at 4.40 p.m., 
to resume at 10.00 a.m, on Thursday, July 17, 1958. 
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=--- Of resuming at 10.00 a.m. 


Submission of 


CANADIAN HUSKY OIL LIMITED 


APPEARANCES: 


Mr. Glenn E. Nielson - President 


THE CHAIRMAN: The Commission will 
now resume its hearing. Mr. Pattillo? 

MR. PATTILLO: Thank you Mr. 
Chairman, Today Mr. Chairman we are first 
going to deal with the brief of the Canadian 
Husky Oil Limited which has been filed with the 
Commission and which I propose be marked as 
M-17-1. 

--- EXHIBIT NO. M-17-1: Brief of the Canadian 
Husky Oil Limited. 

MR, PATTILGO; Mr. Neilson, the 
president of the company is here and he will be 
submitting the brief. Mr. Neilson? 

MR, NIELSON: Thank you Mr. Pattillo. 
Mr. Chairman and members of the Commission, when 


we were preparing this brief I stated that I 
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appreciated the privilege of appearing before 
you today to discuss some of the problems facing 
the Canadian oil industry. After listening to 
the questions of Mr, Pattillo yesterday, and feel- 
ing rather lonely over here, I think the word 
Should have been "apprehension" put nevertheless, 
we do appreciate being here, 

I appear as President of Canadian 
Husky Oil Limited and also as President of 
Husky Oil Company of the United States, Naturally, 
my interest lies with the smaller independent 
companies and their problems, 

Many of the problems confronting 
the smaller companies in Canada and the United 
States are quite comparable, In both countries 
we are suffering from a lack of adequate markets 
at the present time. In both countries the 
Shortage of markets is due to, or could be 
corrected by the control of imports of crudes 
and refined products. In both countries the 
shortage could be corrected by effectively 
limiting imports. 

This similarity does not apply in 
the problems facing the producers of natural gas. 
Here Canada has a tremendous surplus of shut-in 
reserves which are being withheld from ready and 
willing markets in the United States through lack 


of government action. In the United States, gas 
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producers are the healthiest part of the industry. 
In Canada they have a definite problem in 
financing the drilling of the wells necessary 

to validate their leases, 

When I refer to the financial problems 
of Canada I refer to the smaller companies who 
are somewhat limited in their financibility - 
in their ability to finance operations that do 
not return income, 

Before proceeding further, it is 
perhaps appropriate that I give you some of the 
background of the two Husky companies which I 
represent, 

In 1938, I was instrumental in 
organizing Husky Oil Company in the United States. 
Our entry into the oil industry was on a very 
modest basis. We managed to assemble sufficient 
capital to make a down payment on a 1,000-barrel- 
per-day skimming plant in Cody, Wyoming, and four 
small wells which were producing low gravity 
asphalt type crude oil, At that time, which 
was 1938, there was little or no market for this 
oil in Wyoming. 

Working almost exclusively with heavy 
crudes, we built a business that by 1946 was in 
a position to carry on its own limited activities 
and at the same time make a modest entry into the 


young Canadian industry. Our entry was prior 
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to the discovery of Leduc. 

At the time of its organization in 
1947, Canadian Husky Oi1 Limited was a wholly owned 
subsidiary of Husky Oil Company of United States. As somas 
the Canadian company had sufficient operational 
assets to assure its continuation, shares were 


sold to Canadian investors. In 1953, Canadian 


Husky was spun off; and since that time it has 
been completely separate from the American company. 
The only ties between the two companies are 
certain common shareholders, myself as President, 
and two other directors who serve on the boards 

of both companies. Kight of Canadian Husky's 
eleven directors reside in Canada. 

I think it is worthy of mention that 
at the present time both companies are fully 
integrated, having activities in exploration, 
production, refining and marketing. The Canadian 
cempany has shown more rapid growth and now has 
approximately 50 per cent more oil and gas re- 
serves and is refining about twice as much crude. 
However, the American company is larger in marketing 
of refined products. 

You may also be interested to know that 
I was born in southern Alberta and raised on a 
ranch in the Cardston district. My wife and 
three of our five children were also born in 


— || southern Alberta. I graduated from the University 
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of Alberta with a degree in agriculture and 
economics and was engaged in farming and sheep 
ranching through the difficult years of 1928 to 
1934, A combination of discouraging circumstances 
including a lack of markets in drou.ght finally 
resulted in my seeking employment as a salesman 


with a small oil company in Montana. This 


experience later led to the organization of 
Husky Oil Company. 

This information on my personal back- 
ground is given only to show you that I have an 
interest in Canada beyond ordinary business interests 
My most satisfying experience since entering the 
oil business was to return to Canada and in a 
modest way commence what is now Canadian Husky 
Oil Limited. 

THE NATURE AND IMPORTANCE OF 
INDEPENDENTS: First, I would like to discuss 
the nature and importance of what are known as 
independent oil companies and independent oil 
operators, 

I would just like to interject here: 
Over the years I think this is the first time I 
have attempted to make a distinction publicly 
between independent and majors, because I have 
always said that there were large and small oil 
companies, and conditions affecting one toa 


_ degree affected the others, The term 
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that has been used here, "majors" and independents" 


has come to be recognized through the years to 
designate two somewhat similar yet @ifferent 
components within the oil industry. Majors 
are large, well established, usually fully 
integrated companies, frequently having world- 
wide interests and well established and varied 
sources of income, Their common shares are 
widely distributed, and their activities are 
directed by what might be termed "professional 
management." 

The term "independents" is used to 
vesignate both individual and company operations 
ranging in size from very small ventures which 
may comprise only exploration, production or 
refining to rather substantial enterprises which 
may be fully integrated. One of their main 
distinguishing features is that they are usually 
guided by an individual who is a substantial or 
even a majority shareholder in the company. the) 
most cases their operations are confined to one 
nation, and often to one locality. Their limited 
activities make them particularly vulnerable to 
dislocations in the oil economy which persist 
for any extended period. 

Their importance to the oil industry, 
both in the United States and Canada, can be 


shown by the number of exploratory wells they 
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have drilled. In the United States, for many 
years the independents have drilled from 15) to 

80 per cent of all exploratory wells. (Independent 
Petroleum Association of America). In Canada 
they drilled 46.3 per cent of the exploratory 
wells in the Prairie provinces from 1949 to 1957. 
(Yearbooks of The National Oil Scouts and Landman's 
Association). They also have drilled or 
participated in 52.3 per cent of the discoveries 
leading to the 310 oil and gas fields discovered 
in Canada since 1904 that were in production or 
were capable of production in 1957. (Compilation 
Of soiitand cas: fields by 012 “in Canada; 

Few people realize what an important 
part independent oil companies and individual 
operators play in the industry. Because of the 
headline-grabbing of a few extroverts, the common 
conception of the independent oil operator is 
completely erroneous. In contrast to the 
overpublicized few, the average independent oil 
operator, of which there are some 30,000 in the 
United States, has no greater income than many 
other far less publicized businesses. These 
thousands of small businessmen are the very heart. 
and soul of the oil industry. When the independent 
is sick, the industry is sick. Because the oil 
business supports an entire community of allied 


industries, it is impossible to affect its welfare 
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without affecting the economy of the entire country. 
History has proved this many times in the United 
States. 

If you will pardon my reference to our 


own company, I would like to discuss the history 
of Canadian Husky, first because I am familiar 
with it, and second because I think it portrays 
quite well how independents operate and something 
of their value to the oil industry and the general 
economy of the country. 

When we made our decision in 1946 to 
enter the Canadian oil industry, we began by 
constructing a small second-hand refinery at 
Lloydminster. The oil there is a low gravity 
crude yielding a large percentage of very high- 
quality asphalt and bunker fuel but a low 
percentage of high-profit gasoline and distillates. 
This is a side of the oil business not likely to 
stimulate the interest of a large company. Our 
4nitial investment at Lloydminster was about 
$150,000. Over the next ten years our own total 
capital and operating expenditures in the Lloydminster 
area alone amounted to more than 48 million dollars, 
and expenditures by other operators who joined with 
us in development programs in that area have 
totalled many millions more. We have no way of 
knowing how much has been spent by operators or 


producers in the area working independently from 
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our operations, but we assume that it has been at 
least equal to or more than we have spent. 

Any comparison of Lloydminster today 
with 1946 will show the contribution of independents 
to its development. From a small town dependent 
almost entirely upon agriculture for its 
econemic livelihood, Lioydminster has become 
the tenth city in Alberta and Saskatchewan, 
with a high degree of industrialization. Toes 
a clean, progressive city whose citizens enjoy 
a standard of living comparable to that of many 
larger cities. 

I do not mean to imply that Canadian 
Husky has been entirely responsible for this 
growth. But we have been a major factor and we, 
along with many other small independent companies, 
are responsible for the changed economy and growth 
of Lloydminster. I am sure than any impartial 
study of the activities cf independents through- 
out Western Canada would give them credit for 
being a major factor in the improvement of not 
only Western Canada's but the entire nation's 


over-all economy. 
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CRUDE OIL MARKETS, 

I know the Commission realizes that the 
real problem facing the young, dynamic oil industry 
in Canada today is lack of markets for the crude oil 
obs presently able to produce. I have been 
Surprised at the number of Suggestions made to the 
Commission that export of crude to the United 
States is the answer to our Shortage of markets in 
the foreseeable future, This to me represents 
wishful thinking, 

Let us consider for a moment the oil 
Situation on a world-wide basis, because I think 
the world-wide situation is definitely affecting 
both the United States and Canada. While I have 
been unable to obtain figures on world oil productive 
capacity, I doubt that any oil company official would 
question the statement that today we have a greater 
world surplus of oil than has ever been known in 
the history of the industry. What is more, the 
Search for oi1 is proceeding at such a ‘terrific pace 
that every indication points to still greater sur- 
pluses before production and consumption can be 
brought into balance. To illustrate the pace of 
foreign exploration by American companies and world 
companies, I would like to submit the report 'The 
Shift of World Petroleum Power Away From the United 
States', by Leonard M, Fanning, as Appendix A to 


—_—| this submission. This report is widely circulated, 
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and it is quite possible you may already have it 
in’your-files, Even though it draws some different 
conclusions from what I am attempting to draw con- 
cerning imports, I still think it has very valuable 
information on world oil conditions and I believe it 
would be valuable information generally to have in 
your files, Table 7 in the report shows the scope 
of world exploration. £ will not refer to that 
now, but the Commission on Pererrine Cot wills see 
that Table 7 shows that exploration has grown from 
28 companies to 162 companies. How many years it 
will take to balance production and consumption, I 
certainly am not in a position to hazard a guess, 

However, I do know that the increasing and 
excessive importation of foreign crude oil and 
products since the end of World War II has had a 
tremendous impact on the independent oil man in the 
United States. The following table shows the 
Steady upward trend in imports of crude oil and 
finished products: 

IMPORTS OF CRUDE OIL 
AND REFINED PRODUCTS INTO UNITED STATES 


(Daily Average Barrels) 


Crude Oil Refined Products Total 
1948 353, 000 161,000 514,000 
1949 4.21, 000 224,000 645, 000 
1950 487,000 363, 000 850, 000 
1951 491, 00¢ 354,000 844,000 
1952 573,000 380, 000 952,000 
1953 648 , 000 386,000 10342006 
1954 656,000 396, 000 1,052,000 
1955 782,000 466, 000 1,248,000 
1956 934,000 502,000 1,436,080 
1957 997, 000 548, 000 1,544,000 
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Source: American Petroleum Institute, Statistical 
Bulletin, VOLS SKEUX, Noe 18, April ts OSes 
Form No. 7, 


This means that over 563 million barrels 
were imported into the United States during 1957, 
notwithstanding the plight of the United States 
producer who had no foreign oil to bolster his 
income, These imports have resulted in a steady 
decline in the allowable production during the 
last six years in Texas, the largest producing state; 


Average allowable production 


Year in days per month 


1952 21 
1953 19 
1954 16 
1955 16 
1956 15.8 
1957 14 


First 6 months 1958 8 


If the present decreased allowables 
and increased imports of crude and finished 
products continues long, many independents will be 
in difficult circumstances. As one oil man so 
aptly put it, "There is no immediate danger of 
our country running out of oil, But there is a 
very real danger of running out of oil men," 

Now let us see how reduced markets have 
affected the American independent since World War URE? 
I know of no better example of their plight than the 
Story of Glenn McCarthy. After the war, the McCarthy 
Star rose fast as the spectacular oil man discovered 


one oil field after another. He had big plans. He 
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wanted his money to work for him and for his 
community, to create Jobs and wealth for him- 
self and many other people, 

To carry out his plans, he needed cash, 
So he borrowed huge sums, using his oil reserves 
as collateral and pledging his production to pay 
off the loans, He built a gasoline plant, a 
chemical plant, and the famous Shamrock hotel in 
Houston, He established 14 newspapers, a natural 
gas distributing company, and a motion picture 
production firm, He bought a radio station and 
a steel mill, He created dozens of payrolis and 
hundreds of jobs. He was a one-man boom. 

Then the State of Texas found it necessary 
to drastically curtail oil production as imports 
cut into markets. That pulled the rug out from 
under McCarthy. There were other considerations, 
of course, but the cut in Glenn's oil income made 
it impossible for him to pay off his creditors as 
scheduled. I can say from personal knowledge of 
some of his observations that his rate of pay-off 
was in the 12 to 15-year category and not in the 
4 to 5 that most Canadian operators are forced to 
borrow today. The crash was heard round the 
world, 

I might add that properties which were 
taken over by the receivers have not only paid off 


the obligations in full but still have a residual 
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value of many millions of dollars, McCarthy's 
problem was basically that which faces many 
independents in the United States where they are 
forced to operate on borrowed capital, I am 
efrakd 10 is comparable to what Many are facing 
today in Canada. 

Now, let us turn to our own Situation here 
in Canada, Less than half of Canada's petroleum 
needs are supplied from her own production, In 
1957, 53.5 per cent of Canada's consumption 
consisted of imported crude and refined products, 
(Compiled from Dominion Bureau of Statistics 
"Refined Petroleum rrouucts —-= 1957.) During the 
same period, her own wells were producing at the 
Pave Or sonly 57 per cent orthein potential, and 
a2 portion of this production was being exported to 
the United States, (Canadian Petroleum Association) 

We must also remember that during the 
early months of 1957, both Canada and the United 
States were attempting to make available 506,060 
barrels per day of crude oil to meet the oil crisis 
in Europe created by the closing of the Suez Canal, 
This 57 per cent included this rather abnormal 
demand. From the first of January until June, I 
was one of five men who served on an advisory board 
appointed by the President. We averaged a trip to 
Washington every two weeks in an attempt to meet 


— | this objective without dislocating domestic requirements, 
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Lam happy to tell you that we did so, but since 
the first of this year our markets are not absorb- 
ing more than 40 to 45 per cent of the potential 
production, I do not have definite figures on 
the 40 to 45 per cent, but our production depart- 
ment assures me that they think those figures are 
conservative, 

I do not pretend to be an economist who 
can evaluate the policy of continuing to purchase 
foreign crude and refined products while our own 
natural resources are shut in, But it does not 
take an economist to forecast rather accurately 
what the effect will be upon the economy of the 
independent oil operators of Canada if this con- 
dition continues. Nor will I hesitate to state 
that if this condition continues, the oil industry, 
particularly the smaller operators, will not be in 
the healthy position that has enabled them to develop 
this wonderful natural resource so rapidly for Canada, 
It is my firm belief that anything that affects the 
economy of the oil industry affects the economy of 
Canada. 

If I may, I would like to refer again to 
Canadian Husky to illustrate the seriousness of 
present conditions. In 1957, our cash flow from oi7 
and gas production amounted to $1,107,356. Had we 
been able to produce and sell crude oil at our 


maximum permissible rate, our cash flow from oil 
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production alone would have been in excess of 

$4 million, Perhaps I should interject there 
that we are one of, I believe, some 28 companies, 
which includes many of the large companies, most 
of them I believe, that have production in fields 
that have large potentials, such as Westerose or 
Sturgeon Lake area -- with a much lower percentage 
pro rata than the overall production of Canada. 
If we had been able to market even the minimum 
amount of natural gas under two contracts which 
we have signed, this would have added another $2 
million to our cash flow. 

In developing these resources we have 
incurred annual financial obligations such as sink- 
ing fund paymats, interest, rentals on leaseback 
properties and preferred stock dividends which in 
1958 will amount to $1,924,000. This means that 
in 1958 eighty-four per cent of our total cash 
flow will be required to meet fixed obligations. 
This leaves only 16 per cent, or $360,000 for 
depreciation, depletion and exploratory write-offs 


vhich last year in our company totalled $2,904,610, 
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This may appear on the surface to 
be very poor management. But when you stop 
to consider that if we could produce our oil 
and gas at potential, our estimated cash flow 
for over all operations in 1958 would be in excess 
of eight and one-third million dollars, well over 
four times our fixed obligations, it puts 
Management in a better light. 

i would like to add that thanks to 
the wise and helpful assistance of our Canadian 
investment bankers, Canadian Husky today has 
over $12 million in cash and available loan 
commitments. But. even with this strong position, 
we may be hard pressed to meet our obligations | 
if the current lack of markets is unreasonably 
prolonged. Part of this $12 million is attocated 
for the drilling of development wells which may 
Ortnay mot be drijiied, With today's over- 
supply of crude oil, I doubt the wisdom of further 
development drilling beyond that required to retain 
known productive acreage - and that becomes quite 
burdensome at times, as the regulations under 
which everyone is operating are such that a 
Certain amount of activity is required injhieids 
if you are to maintain your leases, and when you | 
have a valuable lease, such as a gas property, 


and you are forced to go on developing it even 
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though you can't see a market, it becomes quite 
a problem. As recently as two weeks ASO iour 
Executive Committee met and decided that further 
cuts in our drilling program were necessary 
because of our greatly reduced level of income. 
tT am sure many other small independent operators 
are faced with similar problems. 

To meit is regrettable that independents 
Should be so adversely effected now, with our 
present world and national surplus of oil, when 
I sincerely believe in the years ahead all the 
oil that has been discovered will doubtless 
be required to meet the growing economic conditions 
of the world. but this Ussmall consolettenrto 
the independent operators who, in the interim, 
may be forced out of business. Additional 
market outlets must be found now for Canadian 
erode it our industry Ws) to, maintainval nealvny 
growth. 

Referring again to the representations 
made to this Commission that the natural and 
Losical markets Lor (our crude mor Wares lmwnentnated 
States, I would like to point out Diewoi, Cae 
least what seem to me, basic fallacies to this 
contention.First, as we have already seen, United 
States producers are facing markets nearly as 
curtailed as our own. Second, even if tne United 
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quirements, Canadian crude oil could not compete 
economically with other foreign crudes except in 
a few of the border areas, 

‘Some Canadian operators may feel that 
bhe movement of their oil into the United States has 
elpeady been restricted by the United States 
Government. This assumption is not correct. 

The restriction has been a competitive one 

brought about by the purchasers of oil in the 
United States and not by the voluntary quota system 
presently being tried. 

Krom the, period. from July, 2O57 io 
April, 1958, actual imports of Canadian crude 
into the West Coast were about 25 per cent less 
than the amount authorized under the voluntary 
import quotas. Imports by purchasers into 
Districts I to IV of the United States, the area 
east of the Rocky Mountains, were nearly nine 
per cent less than the amount allocated. 

Even if greater imports were allowed 
in the United States the far Eastern; Middle 
Eastern and Venezuelan producers would take more 
vigorous steps to secure still larger portions 
of the market. 

The costs of finding and developing 
a barrel of crude in the various oil producing 
countries shows how impossible it is for Canadian 


or United States producers to be competitive. 
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For the years 1951 to 1955 these costs were: 
(Petroleum Outlook - March, 1958 published by 


John S; Herold, Inc.,geologists and engineers. ) 


United States Samce 
Canada eS)s 
Venezuela Sal 
Far East ees 
Middle East 2005 


The principal reasons for this wide 
difference in costs are the reserves per well 
and production per well. For the year 1956 
these were: (Petroleum Outlook - November, 1957) 


Reserves per 1956 Production per 
Total wells well (barrels) day per well (bbls.) 


d States 554,774 55, 000 1eng 
la 10, 946 260, 000 keg 
uela 13,965 1,005,000 175.9 
ast (Indonesia) L.o72 3,040, 000 130.0 
e East 

lait OV 237,000,000 5.17920 
n | 65 492,000, 000 Oyo soe0 
di Arabia een 369, 000, 000 8,650.3 
q 48 460, 000, 000 14)286..7 


With reference to these figures, I can't 
carry my imagination much further. Occasionally 
I have heard of million barrel wells, and we 
occasionally have a few of them, but when we get 
to Kuwait, when you can imagine 211 wells with 
a reserve of 247 million per well, that is why 
I say we can't be competitive. There the costs 
are coming down to half a cent per barrel. 

In the Chicago-Detroit-Toledo area, 
which has been pee as a potential market for 


Canadian crude, refineries are already served by 
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a network of pipelines from the producing areas of 
the Southwest and Mountain states. Any gains by 
Canadian producers would be at the expense of 
United States producers who are fully capable of 
supplying this market. As long as low-priced 
foreign crude is imported’ into areas’ where the 
United States producers are at a price disadvantage, 
{T see Tittle possibility of their relinquishing 
even a portion of the Chicago market’ to Canadian 
ehaguke Vo 

The handling of the import problem in 
the United States and Canada reminds me of a story 
told recently by an independent oil operator. He 
stated that this import problem reminded him of a 
recent visit to a mental hospital: One of the tests 
they used for determing whether the mental capacity 
Of a patient was surficlent “to jusvity his reverce 
was to put the patient in a room with a mop and 
a water faucet running. The task assigned was to 
mop up the water. If the patient did not turn 
off the faucet but merely kept on mopping, he was 
kept at the hospital for further treatment. 

t think this analogy aliustrates, vie way 
we are handling the import problem on both sides 
of the border. In fact, “the patient Ws “gradually 
opening the tap a little more in the United States 


each year, as you can Sce, 
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control of markets for our oil is Eastern Canada. 
I see no hope except to construct a crude oil 
pipeline to the Montreal area, I would just like 
to inject there that I have no particular brief 
Por oosition for a new line. Personadiy, lewound 
be in favour of the most economical means that 
Gould ve found af this were to. be done, either 
through increasing interprovincial pipe line or 
through the rather, it seems to mé, difficult but 
not impossible situation of trading with the 
United States on a geographical area. TAS 
would be the most economical way to do it if 
it could be worked out. But at the time the 
Trans-Canada pipe line was being discussed I 
thought somebody would go back and point out to 
Mee bowe the logical approach of Dringing 2a 
natural gas to Eastern Canada through existing pipe 
lines and construct the cheaper, less expensive 
pipe lines to areas geographically nearer to 
Western Canada would make a little sense, and I 
attempted to do that but I found there was a 
definite feeling at that time that Canada's 
interest could best be served by an all-Canadian 
dine even though. it cost some tremendous millions 
of dollars over what some exchange would be. 

So I would like the Commission to 
feel that personally I would think that the most 


economical approach is the one that should be 
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followed, but I don't Ceele thet a vanieines position 
to suggest to the Government of Canada which is 
the preferable route for them to follow. The te 
I think, is a problem for the economists, perhaps 
your Commission, and others who are making a more 
detailed study of this Situation, to make Suggestions 
than I am. Only through the building of thic 
line and direct government Cet Ton BhO restrict 
imports can we assure additional markets for 
Western Canadian crude production. 

I will refrain from making any 
reference to the economics of building an oil 
pipeline to supply the Eastern Canadian markets 
because I know that other operators have presented 
rather complete briefs on this COP Les However, 
I would like to make this observation: Thes?lrans= 
Canada gas pipeline was originally regarded as 
uneconomical. For Security reasons, the 
Government saw fit to assist in its construction. 
Today it appears to be completely able to stand 
on its own feet and liquidate the cost of building 
it in a reasonable period of time. 

A crude oil line to Montreal should 
also be considered in the light of our national 
defense. From this standpoint alone, such a pipeline 
might be justified. I need not remind the Commission 
that our domestic and industrial energy requirements 


—_— are many times more dependent on petroleum now 
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than in 1939, Should war cut off foreign 
crude supplies, our eastern industry would be 
very seriously crippled. 

I was interested - I am sorry, I 
don't have sufficient Copies to pass around - 
in a little report that was put out by the A.P.I, 
and they had made a Study of 36 countries in their 
per capita consumption of energy and their per capita 
income. The United States stood first in per capita 
income, with Canada Second, and the United States 
and Canada were first and second in their per 
Capita consumption of energy. While the table 
doesn't follow true in each case of the 36 countries, 
there is a definite relationship established there 
that the per capita consumption of energy has a 
direct relation to the per capita income, and if 
the Commission wishes additional information, I 


would be glad to submit it later. 
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The economy of Canada and the United 
States develops this import situation in that in 
the United States the oil industry and the con- 
sumption was dott nally started on the production 
of the United States crude and for a great many 
years there was not any thought ef imports but 
gradually the oil importation started and it has 
been rather like the camel getting his head into 
the proverbial tent and going on in, 

Historically, our Canadian industry has 
been developed on the basis of imports and ex- 
ports, primarily because in our early days we 
did not have enough production to supply all of 
our own markets. But we have completely changed 
our position since then. Our productive capacity 
now exceeds even our total Canadian markets, and 
all authorities agree that we will find more oil 
in the future than we have found to date. It is 
high time we looked to our own markets to sustain 
our growth of the economy of Canada. 

The problem now and for the foreseeable 
future is to maintain markets which will encourage 
maximum development of the Canadian oil industry 
and make it possible for independent oil companies 
to stay in busines, I feel that this can only be 
done by reserving our Canadian markets for Canadian 
crude production, It seems wrong to me that Canada, 


the world's third largest consumer of petroleum 
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products, should look beyond its own borders for 
a market for its crude oil production while at 
the same time allowing more than half of its own 
market to be supplied from foreign sources, 

Now, if I may refer to this natural gas 
Situation. Another serious problem is the lack of 
a clear-cut government policy for the export of 
natural gas, This presents a paradox that I 
have been unable to understand. With respect to 
oil, we are not only seeking markets in the United 
States, but we are critical of the United States 
for not playing the big brother in purchasing our 
Gh 3 At the same time, we are sitting here with 
tremendous reserves of natural gas, unable or un- 
willing to reach a decision on an export policy. 

There are American markets available and 
purchasers now ready to buy hundreds of millions 
of cubic feet per day, and one purchaser anticipates 
their requirements to exceed one billion cubic feet 
per day in a comparatively short period of years, 

I am quite familiar with the legal battles presently 

before the Federal Power Commission, and I attribute 

some of the delays to this condition. But Canada is 

primarily responsible for withholding this great 

potential source of revenue from market by making 

a political football out of the gas export question, 
Of course, I can understand why govern- 


ments should be concerned about first supplying the 
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requirements of their own people. But when con- 
servative engineers estimate Canada's present 
Supply of gas at 24 trillion cubic feet Gu of 
hesitate to use any figure because it is changing 
all the time -- and all agree that this is only 

a minor part of what exists and will be discovered 
if gas isallowed to serve markets, I cannot under- 
stand why there should be any further hesitation 

to export the surplus of this vast natural resource, 

I think the oil industry helps the economy 
ora country in two ways, first, It helps ie en 
its very expenditures to develop the resources. 
In.the case of natural gas it would require higher 
gathering systems which would mean the expenditure 
of tremendous amounts of money. 

It staggers my imagination to contemplate 
what the development of this one natural resource 
alone can do for the economy of Canada, However, 
markets that have been available in the much coveted 
Chicago-Milwaukee-Minneapolis area, the Pacific 
Northwest and California are gradually being supplied 
from other areas while Canada is trying to decide 
what action should be taken, 

For three years I sat on the board of 
directors of Northern Natural Gas Company of Omaha. 
During that time I observed the battles of Northern 
and other companies to purchase Canadian gas. I 


also observed the extension and expansion of the 
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capacity of the lines of various companies to the 
south when they would have preferred to build new 
lines to use the closer Canadian reserves that even 
then were available. The same thing happened on the 
Paciii¢c ,Coast.. The Commission is familiar with 

the line that has been built from the southern part 
of the United States all the way to the Pacific 
Northwest to serve a market that was potentially 

one of Canada's best natural markets. 

Once these pipelines are built they are 
rather permanent things, I sat on the Northern 
Natural Bard and I saw them try to gather their 
requirements by purchasing and by writing longer 
contracts in the Permian Basin and other places to 
the south and, understanding their capacity on their 
lines, they would have much preferred to tap the 
Canadian markets, 

I hope you will pardon my being so 
disturbed over the delay in the export of natural 

gas, but my interest in Canada makes me feel that 
governmental bodies should have encouraged the export 
of gas in every possible way instead of continually 
delaying it. 

You must remember this gas that has been 
discovered in Canada at the present time has been 
incidental to the search for oil. Taking our own 
situation in Savannah Creek and Dick Lake areas, 


we are dragging our feet to drill additional wells, 
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We have gone to the Alberta Government repeatedly 
to get relief from having to drill these expensive 
wells to hold what seems to be one of the most 
potentially valuable fields that we as a small 
company have ever had the privilege of participating 
LEA's We have to drill a certain amount of these 
wells or we have to surrender acreage that might be 
valuable; but we are only drilling the minimum -- 
not one more than is necessary. We anticipate 
that this field will expand considerably beyond what 
the engineers are presently giving it when they 
reach this total of 24 trildion cubic feet, a 
think the same thing is true generally of a lot 

of gas fields in Canada. 

I hope the Commission will at least 
recommend to the Government that some action be 
taken on this situation because it does not seem 
right to me that here we are criticizing the United 
States because they are not taking crude oil but 
the United States is willing to take gas, 
Certainly, as a producer I am not proud as to whether 
J get income from oil or Prom eas,seltner cone miae 
help.me to pay my bills. Why can we not get the 
export of gas? That seems the biggest mistake to 
me, to hold back this export of gas. I suppose you 
sentlemen have heard a great deal about that. 

There were eight questions suggested by 


your good secretary that he thought the Commission 
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would like to have me answer and I think I have 
partially answered these but to give more direct 
answers I would refer to each question, 

The first question is, what is the 
effect of reduced crude oil markets on independents? 
I think I have pretty well answered that but normally, 
the independent relies largely on the sale of 
producvion to finance its increasing or expanding 
operations. It must have a continuing or expand- 
ing market rather than a reduced market if it is 
to stay in business and operate effectively. 

The second question was: would inde- 
pendents be ‘endangered each time crude markets 
were reduced? 

The management of an independent antici- 
pates fluctuating markets and is usually able to 
cope with the normal cycles of supply and demand 
without being seriously affected. However, extended 
periods of market curtailment caused by external 
factors, overwhich we have no control, can be very 
serious threats to their existence. 

Die Can danger to independents caused 
by reduced markets be avoided? 

To my knowledge, there is no way to 
prevent hardship to some independents each time 
a period of reduced crude oil markets occurs, 
and I do not believe preventive measures designed 


to eliminate all risks would be desirable even if 
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they were possible, 

However, the independent's vulnerability 
to adverse external factors, such as foreign crude 
oil markets, can be lessened by government- 
enforced import quotas, 

ei Are independents more important in 
the United States than in Canada? 

The figures previously given show that 
independents in the United States drill 75 to 80 
per cent of the total exploratory wells as compared 
to 46.3 per cent in Canada, I have no other specific 
information upon which to base an answer to this 
question, but it is my opinion, based on observation 
of independents in both .countries, that the reason 
they played a lesser role in Canada is due to the 
taxation laws presently in effect. I shall refer 
more to this problem under question seven, 

I do not believe, Mr. Frawley, as Premier 
Manning stated some time ago, that this was due 
to private and independent operators in Canada not 
having faithin their own industry that had caused 
this lesser participation. I am quite convinced 
that the reason for it is the tax laws in Canada 
compared to the tax laws in the United States. I 
think we are in a pretty good position to have 

knowledge in that respect because we, as small 
operators, have attempted to obtain acreage, develop 


it to a certain position, then go to sources of 
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money to help us in.developing that production te 
carry on, to back part of the load and we try to wind 
up with the smaller percentage at a lesser cost. 

One of the first experiences I had after we 

Beale starbedsin thas field, our company assembled 
some four or five millim acres in Alberta and 
Saskatchewan and we were put in touch with some 
Canadian money that were desirous of getting into 
the oil business, the Chase National Bank. We 

found they were unable to participate in the program 
on a basis that gave them any tax advantage that 
they would have had in the United States, I refer 
to the privilege of anyone with income in the United 
puaves, partacipating in the drilling .of. a. well and 
charging the intangible part of those costs against 
their income before they have it calculated for tax. 
As the Commission knows, that is not possible here 
in Canada so as a result instead of this particular 
Canadian money participating, that is at that time, 
we went to Phillips Petroleum who agreed to put up 
two-thirds of the money for half interest in this 


project. 
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Well, just shortly after that another 
group approached us from New York; said they were 
familiar with the deal we had made with Phidbipos, 
Suggested that they would give us enough . to return 
the money we already had invested and pick up another 
one-third of the cost for a quarter interest. 

I have never been too good in mathe- 
matics, but it did not take me long to figure two- 
thirds md a quarter and realize we would realize a 
quarter free interest left in this project by 
making that kind of a deal, 

The only reason that it wasn't Canadian 
money participating in that play, which turned out 
to be a very valuable one for all concerned, was 
the tax laws that prevented the company we went 
to originally from participating on a basis com- 
parable to what someone operating in the United 
States could do. There is no question in my 
mind that that is the reason you have 46 per cent 
of the exploratory wells drilled in Canada being 
drilled by independents, when 75 to 80 per cent 
of them are drilled by independents in the United 
States. 

I delivered a brief at that time -- I 
am referring to a little ahead of the text here -- 
back on November 25th, 1955, to the Royal Com- 
mission dealing more fully with that, and two or 
three other aspects of the tax situation, the cost 


depletion or the lack of it, and I would like to 
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inelude that as Appendix "B", as part of this 
submission also, 

oe Is the small independent in 
Canada more vulnerable than the large independent? 

I do not believe that the size of an 
independent determines the degree of its vulnera- 
bility except to the extent that larger companies 
may find it easier to finance their operations 
and may have more varied sources of operating 
income, Independents large and small in both 
countries are very vulnerable to competition 
with foreign produced erude oil. 

on Would the Canadian economy be 
Seriously affected by consolidation of indepen- 
dents? 

I would say, as a general observation, 
that consolidation results in larger companies 
which require more restricted and conservative 
operations with less flexibility. Therefore, 
consolidation does have an adverse effect on 
the economy. 

If consolidations are made volun- 
tarily by both parties, they are generally 
Mtcrecrats to all concerned, including shareholders. 
On the other hand, in periods of extremely ad- 
verse conditions such as we have now, many 
consolidations become forced sales, Under 
these conditions, realization of a fair value 


of assets can be considerably less than their 
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their true worth, The exercise of prudent 
business judgment should be the motivation for 
the decision to amalgamate, not the necessity 
of liquidating to Satisfy creditors, 

ites How do methods of financing weaken 
independents? 

The very nature of the oil business 
requires long-term money. The expensive drilling 
and development of oil and gas wells usually re- 
sult in an asset which will produce revenue from 
10 to 20 years and sometimes a larger number of 
years, Long-term money is just not available 
to the small independent on the same basis as 
to the larger companies. 

Well, he doesn't have quite the same 
competitive position, particularly when you link 
that with the tax situation which governs him 
from getting the money that otherwise might assist 
him. 

As I have shown sin -the case lor 
Canadian Husky, during periods of severely de- 
pressed markets, debt retirement and other fixed 
obligations which must be paid after taxes may 
fess little or no funds from operating income 
for use in the search for oil. If an indepen- 
dent continues to deplete its reserves without 


adding to them, it is soon out of business. 


The answer to this question is not 
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complete without reference to the Canadian tax 
laws which I have already referred to governing 
the right of individuals not in the oil business 
to expense intangible drilling costs. The 
failure to allow cost depletion also affects 

the small operator adversely. It is an odd 


situation, but United States citizens are able to 


operate in Canada at an advantage over Canadians 


in similar circumstances, 

As I stated in my brief, I have dis- 
cussed this with a great many people who are in a 
position of importance, and I do think it is a 
matter that should be recommended to the Canadian 
Government to give serious consideration to. 

In November of 1955 I submitted a 
brief to the Royal Commission on Canada's Economic 


Prospects which deals more fully with these problems 


and how they affect financing of small companies. 
I would like the privilege of placing this brief 
on the record of this Commission as Appendix "B" 
as part of the answer to questions seven and four. 
oe Is the present surplus of crude 
oil in the United States temporary? 
There is no surplus of crude oil in 
the United States. In fact, the demand is greater 
than the supply. 
If imports of crude oil were controlled 


in the United States, there would be no surplus 
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problem there today. But examination of the 
tables on imports from 1948 through 1957 presents 
a very discouraging picture for the small operator 
or company depending on the current sales of his 
production to pay for the development of his re- 


serves and to finance further exploration. Un- 


less there is an unexpected change of policy 
in the United States, I am afraid neither 
Canadian nor United States producers can expect 
much increased market there. 

Surely there can be no question con- 
cerning the importance of independents to the 
economy of the oil industry or to the general 
economy of Canada itself. Nor should anyone 
question the seriousness to this economy of the 
lack of markets caused by imported crudes. 

Independent operators may differean 
what they believe to be the best course of action 
in solving the market problems, but 61) agree 
that shortage of markets is by far the most im- 
portant problem confronting them today. They 
will also agree that there is great urgency to 
establish policies on both the import and export 
of oil and natural gas. In the oil business 
the successful operator must make long-range plans. 
Without some assurance of favourable future 


governmental policies, long-range planning is 


impossible and the outlook for the small company 
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is anything but promising. May I urge the Com- 
mission to give full and careful consideration 
to these problems and make its recommendations 
for prompt action to the Government of Canada at 


the earliest possible date. 
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APPENDIX "B" 
Statement of Glenn E. Nielson 
President of Husky O11 & Refining Limited 
before the 
Royal Commission on Canada's Economic Prospects 
Calgary, Alberta, 
November 25,1955 

To any person interested in Canada and 
its future welfare, the purposes and possibilities 
of the Royal Commission on Canada's Economic Pros- 
pects are most encouraging. iE consider’ it a privi- 
lege to be invited to appear before this Commission. 
My comments will be limited to certain aspects of 
the petroleum industry, an industry which I am 
convinced is destined to play an important role in 
Canada's future economy. 

My personal experiences in Canada began 
aiippie over £LiItty years ago. L was born, madieed, 
educated, married and we had three of our five chil- 
dren before we left the province of Alberta. Be - 
tween 1928 and 1934, I farmed from 500 to 1,000 
acres each year and ran 2,000 sheep. To anyone who 
farmed or ranched during that period, I need say no 
more, To others I have often said "My education 
included agriculture and economics at the Univer- 
sity of Alberta, but when the economics went out 
of agriculture I was forced into a different busi- 
ness." Thug it was more necessity than choice 
that caused me to leave Canada in 1934 to start 


over again in the United States. I have made these 
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personal references only to explain my deep and 
sincere interest in Canada, its people and its 
prospects. 

In 1938 I organized and started a 
small oil business which is now known as Husky Oil 


Company, and when we decided in 1946 to participate 


in Canada's oi1 development, I felt a great deal 
of satisfaction. Young companies such as ours 
are normally not equipped to make long range economic 
studies like those made by older and larger com- 
panies, so I know there are others who have appeared 
or can appear before this Commission who are much 
better qualified to report on the 5-10-20 year 
future of the oil industry. However, by reason 
of the problems and difficulties which accompanied 
the building of two small integrated oil companies, 
one in Canada and the other in the United States, 
I do feel qualified to comment on some Canadian 
laws and regulations that can and do seriously 
affect the economic prospects of the Canadian 
petroleum industry and consequently of Canada it- 
self. IT have no intention of posing as an expert 
with technical knowledge of these laws and regula- 
tions relating to income taxes and financing, 
put no management can be unaware of their practi- 
cal application and make sound business decisions. 
In my opinion, the economic prospects 


of Canada will depend in large measure upon how 
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well its petroleum resources are developed, and in 
that regard I would like to read the following state- 
ment with which I am in full accord: 

"A country's oil resources are best developed 
when all who are engaged in petroleum opera- 
tions -- its own nationals and those of 
foreign nations -- compete on equal terms, 
Favoured treatment of one group at the ex- 
pense of another, state monopolies, or state 
competition in any phase of oil retard 
maximum development .. . Finding oil 
ealls for the efforts of a great many 
people of different characteristics. Despite 
the development of scientific methods, a 


major factor in discovery is still a willing- 


ness of many individuals and competing in- 
dustry units, exercising independent judg- 
ments, to take risks. The chances of 
finding oil are increased as more people are 
encouraged to accumulate and venture their 
capital on their own initiative. The 
participation of many .. . provides those 
multiple sources of initiative, imagination 
and responsibility, out of which springs a 
great variety of discoveries and inventions, 
new ideas, and tremendous productivity." 
In disregard of such a basic and sound 


approach for developing the Canadian petroleum 
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industry, there have been many complaints that 
U.S. money has come to Canada and taken over the 
oil business, It is true that considerable U.S, 
money has contributed to the rapid growth and de- 
velopment of o11 and gas in Canada. Frankly, 
much of the progress of our Canadian company can 
be traced directly to the availability of certain 
U.S. capital which we frequently refer to as 
"tax money". The Canadian laws and regulations 
which I wish to discuss do not discourage this 
kind of U.S. money but they effectively block 
comparable Canadian money. I do not agree with 
Premier E. C, Manning's suggestion before this 
Commission that it hasbeen a lack of faith which 
accounts for their relatively small participation 
in their country's oil development; rather, it is 
the tax provisions which are in their law. Strange - 
ly enough, it is the Canadian company and Canadian 
individual who are denied the opportunity to 
compete on equal terms with their U.S. counterparts. 
With this unequal competition, it was 
only natural that vast sums of U.S. money came to 
Canada. It was something easy for me to see seven 
or eight years ago, not because of any great in- 
sight or discerning ability, but because I under- 
stood the prohibitive effect of certain Canadian 
income tax regulations on Canadian risk capital. 


U.S. capital will continue to play a major role in 
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Canadian oil developments so long as so many 
sources of Canadian capital are economically 
precludedfromparticipating. When our Company 
was first planning to enter the Canadian oil picture, 
L expressed my feeling of concern at every oppor- 
tunity to persons prominent in Canadian financial 
eirchles,. Among them were Dr, W. C. Clark while 
Deputy Minister of Finance, Graham F. Towers, 
Governor of the Bank of Canada, S. G. Dobson while 
president of the Royal Bank of Canada, and Donald 
Gordon who later became president of the C. N. R. 
The first income tax provision I wish 


to discuss is the one which denies a Canadian in- 


dividual the privilege of using his income before 
cCaxcsawo- 0riisj. o11; wells, A U.S. taxpayer, may 
deduct such costs from his income regardless of 
the source of that income, and the result is that 
the U.S. taxpayer is risking the equivalent of 
asehittlesas 1O/.cents, onia doblar while sthe 
Canadian taxpayer is risking a full 100 cents. 
A well that could produce oil might be very 
successful to the U.S. taxpayer because of his 
gmall real cost, but it would not necessarily 
be so to the Canadian taxpayer who has a cost 
up to ten times greater. 

Not only that, but for a Canadian 


individual to have any right to deduct oil ex- 


ploration and drilling expenses, he must belong 
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to a syndicate or partnership, And if he should 
be a member of two oil Syndicates, one with income 
and the other with excess deductions, he is not 
entitled to offset one against the other, 

Another tax provision is the one which 
eonsiders costs of acquiring acreage for oil and 
gas prospecting as capital expenditures, LL} 
after sonsiderably more money is spent in evalua- 
ting and testing, the acreage is worthless, the 
Canadian taxpayer must recoup his acquisition 
eests after he has paid his income taxes, On 
the other hand, his U.S. competitor can recoup 
those costs out of his income before he pays 
taxes, If the two taxpayers are companies, 
the economic result is obvious. The real cost 
to the U.S. company would be just about one-half 
of the cost to the Canadian company -- or, the 
U.S. company could afford to pay twice as much to 

acquire the acreage as the Canadian, The effect 
of such tax discrimination is not only ridiculous, 
it can and does have a detrimental result for a 
Canadian company trying to grow. 

Suppose in a given year, a Canadian 
company raises $200,000 for an oil venture and a 
U.S. company, having other income, decides to 
spend $200,000 in Canada in the same way. They 
might even join together and buy two blocks of 


acreage costing $200,000 each. To simplify the 
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example, someone else grills exploratory wells on 
the two blocks of acreage and one is worthless 
while the other is successful. The suceessful 
acreage produces $50,000 of income for the two 
companies so that each is entitled to half. From 
the standpoint of hard economic fact, each company 
has lost a net $75,000 for that year's effort; 
$100,000 was lost in the worthless acreage .and 
$25,000 was gained from the other. Yet, the 
Canadian company must pay taxes on its $25,000 
while the U.S. company, though paying Canadian 
taxes on its $25,000, is entitled to deduct from 
its other income the $100,000 loss and the Canadian 
income taxes from its U.S. taxes on other income. 
Another way of expressing the same situation is 
that the Canadian company must secure twice as 
much income as the U.S. company in order to re- 
coup that $100,000 loss. 

For a company to continue in the oil 
business, it must continuously acquire and evaluate 
new acreage. A young company must use a large 
amount of its income attempting to find additional 
production, if it doesn't, it eventually dies. 
Reasonably, it should be able to measure and plan 
its activity by the amount of its taxable income, 
but a Canadian company cannot afford to -- it 
must gauge its activity by its income remaining 


after taxes. 
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The next tax provision which is detri- 
mental to the Canadian participant in oil develop- 
ment is the manner in which the depletion allow- 
ance is applied. In the United States, the 
allowance is applied separately to each producing 
property and the operator is consequently en- 
couraged to use his income after the depletion 
allowance for further acquisitions, exploration 
and development. In fact, if he does not do so 
he is eventually out of business. However, in 
Canada, the depletion allowance is applied only 
after expenditures for further exploration and 
development so that there is actually little, if 
any, depletion allowance. This is a real deter- 
rent to a small company looking for oil, and as 
a matter of pure economics, the Canadian company 
should quit once it has found some production. 
Perhaps that is why there are many small Canadian 
companies not as active as they once were in 
what must be a never-ending search for new oil. 
Another aspect of the depletion 
allowance is that in Canada there is no choice of 
method. The theory of percentage depletion is 
sound because it is based on very practical pro- 
blems. Yet there should be the opportunity to 
choose what is termed “cost depletion" which is 
a depletion allowance directly related to the 


taxpayer's actual cost in 4 property. The 
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purpose of and the principle behind the allowance 
for depletion is similar to the allowance for 
eeprecaation. It is through the allowances 

for depletion and depreciation that a taxpayer is 
Supposed to be able to recover the cost of his 
assets which are producing income. However, 

the unavailability of "cost depletion" to a 
Canadian oil company results in a severe handicap. 
An example of that might be as follows: 

It is entirely possible for one manu- 
facturing company to have $1,000,000 invested in 
depreciable assets and another only $200,000 -- 
yet each earns $100,000 per year before any 
allowance for depreciation. It would be most 
unreasonable and unfair to limit the depreciation 
allowance of each to some arbitrary percentage 
of its income, Yet that is how the depletion 
allowance is provided for Canadian oil companies. 
It is that situation which makes it difficult if 
not impossible for a small Canadian company to 
borrow funds to buy developed properties, and why 
it can't compete in offering the going prices for 
properties put up for public sale. Without cost 
depletion, it is almost impossible for a young 
company to earn enough money after taxes to pay 
its debts and still grow. Many times our company 
up here has found desirable blocks of acreage and 


41f it were subject to the U.S. tax laws it could 


+ 
f 
; 
q 
‘ 
, 
: 
{ 
: 
: 
: 
: 
} 
' 
: 
i 
' 
: 
i 
' 
: 
i 
‘ 
‘ 
' 
/ 
i 
: 
i 
: 
: 
} 
: 
2 


eeolGrur! «aren 4 vk pt keeed vasares “s fa ARE SAS 
teh fpied BE fe Miva te . 


ay) ; ' 7 os : : 


soaeworia add batted efqhornkag efe bas a ' 
to? sonpworts oct 6d aathetts of sobdstged 3B) a ra 
goomnwolt(s odd douety et 72 hobtskseadeb 
et tepsoxat a ded? sotceloeeqes bis ciptts igs 18% 
ie Go feos set¥ eevecet 6F ofda ad oF Reaoanie 
Crores oneork athouborq esa sia efomee 


oe 


# od ®ootvefeeb tage” te qattidetioveny agg 
ramet fot ee ok grip tn Peet ey eiieke AB 
epee ete ot ofditeendg Victitae ak Fz 


3 oye r f 
ot Badeovek OOO oOo ule sal oF Yeqgnes 5 fy 


, ofe. vatitare bak afsdds- eiesroo kien 


‘ re: Spe: re ed 
He sad"ted! tae tag O00’ COL te eee oie 


) wan or i. Un | eee 
tuo adi Biter ¢L .nohvedootger aa) eeaeix 


z ays Ge CR pte Vi > Rie’ 2 oes ie eect: 

setiteroemd: aff PGE of thetit has eftantte Tighy 
place be ee F Pore =? Pyke oee ee Fr weet stan 

annorsmene erties Seo of cose TH esnewet LE 


Nhe ers pear 
foliaige Ore EINE. 


: A m = OF NEES 8 0 
eet PO MT A oe ae ae et OF 7 pole Ae ACE ges 
etre Db. ast biie Gor 6 wivciad FS osnbyores 


aS Wes eae ie eek ACB. pe een ire WE CERES - a t aret Eat. Piet : 
A ora os ALAR See Boe Ce 6 eae hares ve tee) MAE ES hist 
: uae ear Pe eA ce re. dee 
.3 ines ey eS perne Ay pret a ee ee . Pie nee a peda SE Ae B 
os: Vienores methenss Deere 8° to) Sr Caaousit god 


peg Ba yecsestie yt as a be ee So ah eee sae 
gh fire as Pitepey simple Pi tna Ny Sap: Wd ty: eye: nti ras WEES Fae aca 
e: Ng no dein upd sepphieothes aS) pel eee Bote? set 
nyt? ewetens: orice of? wghvetioe abesetmos Prat 
~~ . ta ie « - Sen =e Rah 
otse glifttiine sew dog sere 


aii, Ae euanbade fy et. 
Ae STL. 


ir pedioh, ¥. hat — ae eg roy 5 art eae bd oe ee 
meet Pak: oftt eecomk peonries at. FEO sees 


ae oto gomaed Ve7 TS Yertoar i 


ay 
~ 


oF 


yet * de pipet Cea Sen at ay rar r oe a 
reer: eer meet ye gor: Mika Bing: poor? eee 
7o det : vfs UES Ts 4 ; ‘ .: 


a oy Nee a ae 3 Poet tear 
eras SURES T brs saber hit: S Ce eon fie. oes: werkt Grant? Co > 


. x 
ofim a aati + petnhs¢ a ae el a. fe & oe ie SS 
Sf rems DEL eee wed ET: ates OF Posi diva- a Sc ae. 
i 
7 


a) 


8015 
ANGUS, STONEHOUSE & CO. LTD, 
TORONTO, ONTARIO 


afford some of them, But up here it can't. 

With these income tax provisions handi- 
capping any Canadian desiring to participate, it 
has been only natural for U.S. Capital vo play an 
important role in developing Canada's oil industry. 


But other laws and regulations shut 


off certain sources of capital to Canadians and 
non-Canadians alike. Once oil is discovered 

and the reserves properly determined, the oil 
well and the production from it is better security 
for a long term loan than is a building of bricks 
and steel. But it is many years before the 
investment in an oil or gags well is returned and, 
as I have indicated, it takes even longer for 

the Canadian operator. Because of that delay, 
debt capital must be available which can be re- 
paid over a period of time more related to the 
income producible from the well. In the United 
States, the life blood of the small oil producer 
is long-term mortgage loans, and it was that kind 
of capital that enabled our U.S. company to grow. 
However, at one stage in its growth, I became 

so discouraged with short-term financing that I 
had made up my mind to sell out if we could not 
obtain at least a ten-year loan. Over a year 

of uncertainty passed during which I was con- 
stantly seeking a long-term loan. Finally, the 


——__|| Chase National Bank in conjunction with an 
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insurance company made us our first ten-year loan 
and I can honestly say that our U.S. company's 
real progress dated from that time. 

Consequently, it was a matter of serious 
concern to me, when I learned that banks and insur- 
ance companies here in Canada were not only un- 
familiar with 10 to 15 year loans secured oA gen O aii 


properties but that they were prohibited from making 


them, 

It is true that capital from common 
stock financing is more available here in Canada 
than it is in the United States, but there are 
strict limitations on that. In the early period 
of a company, common stock money can be very ex- 
pensive because it discounts value and potential 
more than any other kind of capital. We have 
also found that debenture financing is perhaps 
easier in Canada, but our experience has indicated 
that it is manufacturing properties not oil pro- 
perties which adapt themselves to such financing. 

I firmly believe that the economic 
prospects of Canada's petroleum industry are 
practically unlimited, but by reason of present 
tax and financing laws and regulations, Canadian 
citizens and Canadian companies are both handi- 
capped and limited. They should be able to take 
a bigger part in the development of their oil 


resources, but because of restrictions on their 
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ability to use income, the Teer treatment 

of costs of acquiring properties, the unrealistic 
and limited application of the depletion allow- 
ance, and the unjustified restrictions on certain 
sources of funds, they are handicapped in having 
to compete with foreigners on unequal terms, 


Without the full participation of Canadians, 


the entire development of Canada's petroleum 
industry will suffer, 
In 1949, Dr. Joseph E. Pogue, a 


Vice-President of the Chase National Bank, and 


one of the world's leading oil economists, made 
an address before the Investment Dealers! Associa- 


tion of Canada in Toronto in which he said: 


| "Experience with oil developments through- 
out the world has demonstrated that four 
conditions are necessary to attain really 
important results. First, the source must 
be adequate. Second, conditions must be 
such as to attract a multiplicity of com- 
peting efforts, to stimulate the application 
of complicated and costly technologies, and 
to encourage the formation of the necessary 
capital, Third, markets must be available 
or subject to development. And Pinei.ys 
the setting must be such as to inspire con- 


fidence for maintaining a continuity of 


a effort," 
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I am confident that the undiscovered 
oil and gas reserves in Canada are Greater than 
will be estimated by even the most optimistic 
petroleum engineer or economist, I believe even 
the markets which are now lacking will be developed. 
The flow of capital into Canada shows clearly that 
an atmosphere of confidence exists which will main- 
tain that necessary continuous effort. 

In the main, politics has stayed out 
of the oil business in Canada which is absolutely 
necessary in order to preserve that atmosphere of 
confidence that is necessary for the free flow 
of .capital , Fortunately, there have not been 
many instances where political considerations 
rather than economic ones have influenced the 
industry's natural development. 

There is no question in my mind but 
that Canada has before it a great and important 
future. I also realize that the petroleum 
industry in Canada is relatively new and it is 
only natural that the income tax and financing 
regulations have not been tested to the same ex- 
tent as in the United States. In calling to 
your attention these adverse tax factors and 
financing impediments in Canada, I do so with the 
hope that these obstacles to the most efficient 
development of this great petroleum Industry scan 


be removed. Otherwise, Canadians will not be 
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ent 


allowed to compete on equal terms with others nor 
will they play their full part in the development 


Orvoal In-Canada. 
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MR, NIELSON: Thank you very.much, 
Mr, Chairman, for the privilege of appearing here 
before you. 

THE CHAIRMAN: vnank you, “rw NLelsou., 
Mp, Patvtilio7 

MK oc FATTILLO: Are you going to have 
a recess now, Mr. Chairman? 

THE CHAIRMAN: Yes, I am quite pre- 
pared to do so. I didn't know how long the 
nee period would be. 

MR. PATTILLO: Well, £ think indo 
want to develop some things with Mr. Nielson. 

THE CHAIRMAN: We will have a ten- 


minute break, gentlemen, 


---Short reeess. 


THE CHAIRMAN: Mr. Pattiile? 

MR. PATEILLO: Thank you, Mr. Chairman. 

Mr, Nielson, I think you wish to re- 
mark that if anybody wanted to obtain additional 
copies of your submission, and they would leave 
their names with you you would be glad to see 
that they received them? 

MR. NIELSON: I would. I am em- 
barrassed that I did not bring more copies. ef: 
did not realize that they would be desired. 


MR, PATTILLO: Now, may I just ask 
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you a few questions about Canadian Husky Oil 
Limited, As I understand it, there are common 
shares authorized of four million, and outstanding 
BvouG- 1, (00; 0002 

MR. NIELSON: That is about right -- 
2,614,000. 

MR, PATTILLO: And of those common 
shares, what proportion are held in Canada? 

MR. NIELSON: ieam afreid I caniz 
give you that answer at the moment. We do have 
a report that we have submitted that shows all 
the stockholders owning about ten thousand shares; 
that is made a part of this report, but I haven't 
estimated the percentages. 

MR, PATTILLO: Right. In addition 
to the common stock, there is preference stock? 

MR, NIELSON: That is practicaliy 
all owned in Canada. 

MR. PATTILLO: And then debentures, 
are they largely in Canada too? 

MR. NIELSON: Yes, they are largely 
held in Canada. 

MR. PATTILLO: And the first mortgage 
bonds? 

MR, NIELSON: All that financing of 
that kind, preferred stock, the debentures, the 
first mortgage bonds, has been done in Canada. 


There are some portions of it have found their 
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way to investors in the United States, but I could 
not again tell you just what percentage. 

MRS ePATPILEO: As I understood what 
you said this morning, there are eleven directors; 
eight of them are living in Canada, and three of 
them are in the United States and are directors of 
the American Husky Company? 

MR. NIELSON: Thet.iserient.s That 
includes myself and two others, 

MR. PATTY IELO: This problem of the 
United States oil producer and the Canadian oil 
producer not having See markets to permit 
full production, does that in any way stem, in 
your opinion, as a person in the oil business 
twenty years or more, from the policy of proration- 
ing as carried out in Alberta and in the State of 
Texas? 

MR, NEILSON: I do feel that the 
programme as carried out by the railroad commission 
in the State of Texas, and other similar programmes 
in the United Statés, have been and are very bene- 
ficial to operators, both large and small, and have 
helped them to keep an orderly approach to market- 
ing, and perhaps could have been more beneficial 
in the United States if it was extended still 
further and had some national recognition which 


they do partly have at the present time,but which could 


bel done still: farther: 
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Now, in Canada, I think what has been 
done by Alberta has been Very benef iciaisam the 
Oieraiivertlectsy but asain itcis always easy to 
sit on the side and look backwards instead of for- 
wards, and I think certain things could have been 
done or perhaps could still be done. Ledeunot 
like to take Alberta alone, because you get one 
place out of focus where they have market pro 
ration and the province next to it does not have 
market pro ration. So, if I could speak of things 
I know about, it might be helpful if some mechanics 
were worked out to have the provinces working on 
Similar lines of endeavour in this field, as 
there is one place I could feel a mistake had been 
made in Alberta, and applying it to future activities, 
it would be in the sale of these proven and semi- 
Provenvareas. that have been put up av. publicsaucrtion. 
Once an individual or company acquires those proper- 
ties, economic pressures alone require that they 
start developing them to get backsome of the large 
amounts of money that have been spent for the acreage 
nnivialiy plus the cost of Geveloping Ive Fineveaus 
unable to withhold that, but if the Government had 
held back with those proven and semi-proven tracts 
that have been put up for public bid, we would not 
have the problems we have today, and still, I 
think, this continuing exploratory program, which 


is absolutely necessary in my opinion for the future, 
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would still have been carrying on, and the only 
loss the Government would have suffered would be 
the amounts of money they have acquired from the 
Sale of those various tracts, They would not 
have lost anything in their royalties, because 
the production from the other areas would have 
been equal to the present markets, and DT "think 
it could well be a subject to which considerable 
thought could be given for the future, 

MR. PATTILLO: So long as you have 
these Crown sales being brought on perilodicairy 
at the rate they are brought on, do you inevitably 
have the development of a large number of what I 
call marginal sales, which perhaps might better 
never have been developed at all? 

MR. NIELSON: No, I would not reach 
that conclusion about marginal sales, Mr. Patti lilo, 
The marginal wells will occur in-any exploravcery 
program, We all hope for the large ones, but as 
long as the well seems to have sufficient potential 
Lorway lcs Costs Of "drilling eng devel Cu ie mead 
arratia there will be Somebody that will try to ecri a 
them and develop them. So.) chine that whauek 
had reference to was that you would have less both 
so0o0d and marginal wells if this additional acreage 
had not been sold. 


MR, PATTILLO: But you would have a 


better relationship to supply and demand? 
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MR. NIELSON; A much better relationship 
to supply and demand, and it is only a government 
that is able to hold back properties that are partially 
or semi-proven, 

Mie) DATE ELGOs Now, do you agree, from 


your experience, that so long ag you have pro 
ration as carried out in Texas and in ALDervakiens 
the market demand, that you are going to have any 
producer who has acreagedrilling it up because he 
knows the economic allowable, he is going to get 
Some portion of that market no matter how small? 

MR. NIELSON: Yes, that is a peculiar 
Situation, 

MR, PATTILLO: And it is an uneconomic 
One, 1S 3G noc? 

MR. NIELSON: We have twice found our- 
Selves in that situation, once in the United States, 
where we had some potentially valuable acreage 
in the large Rangely field in Colorado, where with 
every additional well we drilled we did well, to 
maintain our percentage and for a long period we 
put some very large amounts of money, for our 
company. AL that time, Into tie Gra tine sor ere 
additional wells, but it hever increased our vover 
income, Now, we are in the same position on an 
overall basis in Canada as we were in that particular 
Pe. Os Here we are forced to keep on drilling to 


keep a percentage of that income coming into ouz 
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it out of the wells we already have, if something 


had been done to hold back the sale of these 


MAS PAT TELLOs so that you have as a 
result a basic uneconomic situation in the oil 
business as it is carried on today on the contin- 
ent ? 

MR. NIELSON: L would, say that, us 
COFPrect 

Mi PACT GLO: Well, do you think you 
correct, or do you not aggravate, such an uneconomic 
Situation if you then try to move your oil to markets 
which are uneconomic and can only be obtained by 
government assistance? 

MR. NIELSON: Well, that is a very 
gsood question. Perhaps I might attempt to illustrate 
Goeparvicular situation as.aroartial answer beer har. 
If I could refer to the Westerose field, where we 
have some 13 or 14 percent of the field at the 
present rate of production, I hesitate to say 
how many years might be involved before that field 
is fully depleted, or when we come to calculate the 
present worth of those oils, even though there is 42 
Waree reserve. Most engineers will only calculate 
the amount of present worth on the amount of 
production that can-be producec inethe next Geni years. 


companies, where actually we could actually take 
-_— Now, the interest on investment and the present 
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discount on the present worth basis makes almost 
valueless the oil that ig going to be produced 
after ten years, It could very well, if we 
Dav, sepenciieto nt, a Little more accurately 


prove that economically we would be in a better 
position to market more of that oil ata lesser 
price today than to extend the life of the filera 
past a period where it has no economic Value, 
would hesitate to say just wrat percentage would 
be in there, but there is a factor that might be 
economic to us as a company at a lesser price 
considering that extended life of the field under 
a pro rated market, 

Mitt (PATTIE LEO: You have just sot 7a latte 
ahead of me on this. I was going to come to this 
Drece (business. As a United States independent 
producer, I assume that you have been in the group 
that has been resisting imports into the United 
states? 

MR. NIELSON: Yes, we have, 

MR. PADTILEO: And I think you would agree 
with me that the reason you are resisting those 
Lmporvs is that it would nob be economia Tor oie 
refiner to buy a 200d percentage of United States 
erude that is available vo Hime could pring 
in his supplies from foreign sources indiscriminately? 

MR, NIELSON: Theat bs correct. ie woulc 


like to add right there that when you take into 
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consideration that the cost of developing a 


barrel of crude in the Middle East is 1/2 


Ceoncva barrel, that economically we might find, 
by putting. a pencil to it, that more profit could 
accrue to the owner of that production to brine acc 
by boat to Montreal and then build a pipeline to 
Western Canada than the other way round, 

MR. PATTILLO: I think that misht be 
SO. 

MR. NIELSON: There is some meeting 
place anyway. It may not go all the way, but 
there is some place. Water transportation is 
very cheap. 

MR. PATTILLOs So that if you are 
looking at the United States as a country that 
iS Goines to carry on for centuries and you are 
applying pure laws of economics, what you would 
GO wOoULG be to lock up all 20s Ot Pesources in 
the ground today and import until the imports 
were used up, wouldn't you? 

MR. NIELSON: I think that might be 
economically something that you could conclude. 
However, I do not know on the overall economic 
picture whether that is correct, I well remember, 
with our little operation at Lloydminster, which 
was primarily an asphalt and fuel oil operation, 
coming back to see Mr, Donald Gordon and Mr. 


Graham Towers and discussing the need for a 
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particular reduction in fuel oil rates from Lloyd- 
minster back to some of these eastern markets, 
amdthat was just at the time when this trade and 
exchange was almost getting into balance. It was 
determined at that time that the amount of fuel 
oil we might ship back into this area which would 
replace markets at that time being supplied by 
Unnaeed States coal would be Just sufficient to 
bring the Canadian exchange into balance, and 
they gave us those rates, and we shipped quite a 
VOLUMesOr ~erude, casttor a period, (and-l- oreather 
feel that that contributed to the overall 


economy. 
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Now, stepping from that illustration 
to the economy of Camada generally, having been 
born and raised here, I always look at the 
United States dollar being Something worth a 
little more than the Canadian dollar. ie 
first money we sent up here, which you recall, 
was rather limited; we obtained it at 84 
cents on the dollar on the New York markets. 

Now, I don't think we have any real factor in 
the oil industry and in the development of this 
oil industry which brought about these changed 
conditions, so that is why I said a Little while 
ago that it will probably take somebody with 
keener vision than I have and better knowledge 
to %evalvate the internal economy of 2 country 
anavits relationship to"its Invermal produccvion. 

Now, I can't help but feel that 
you just can't logically conclude that iv is 
the best thing for the country to import this 
crude that costs half a cent per barrel and 
shut in our own natural resource, although nature 
hasn't left us with 400 to 500 million barreis 
per well that the Middle Hast has been blessed 
with. 

MR, PATTILLO: Do you, a8 a producer, 
say that you should go down one road or go down 
another road, or that you should try and straddle 


ee the fence? In other words, at the present time 
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we do have cheap oil coming into Canada; the 
refiners in Montreal say that there is no question 
in their minds that it is much more economic to 
use that oil than to use Canadian oil here. 
Producers in the west, on the other hand, say 
that in their interests, which is in the interests 
of Canada too, Canada should become self-sufficient 
and Canadian oil should be moved to Montreal, in 
the interests of national security, if nothing else, 
Now, are you in either one of those camps, or do 
you go down straddling the fence and say, "Well, 
we Should have some of it in Montreal but not 
riecéssarily all of it"? 
MR. NIELSON: Well, that is’ 4 
question on which I certainly have mixed feelings. 
MR. PATTILLO: Would you expand that? 
MR. NIELSON: If I may, I would like 
to. A combination of reasons has made me particularl 
conscious of the battle that has been going on 
between these two great ideologies, communism and 
free enterprise, on a global basis, but still 
certain parts of it affecting both economies of 
the United States and Canada. so’ LT realize that 
Governments are faced with the problem of trying 
to evaluate those factors when they determine what 
should be traded and exchanged between nations. 
Tam afraid that I am not - I would hesitate to 


put myself on a pedestal where I would say which 


Fie ' 


' Ss 


epieum) ofmh ariawo: Cio -aen®, evan) “cb a 


1tanm ayet Gipdt fadd Yew Deter ae woes 0 


; pipheie. erym aa: o£ Fi tay: abate wISAt nl 


24 et Ses yee ea OD; ote LDS tees 


3 “Sib 


; i Rye ' 
¥ ‘Hee otetite ant aa. pPeow) S00 ut =f OuUDoT? 


‘a « : ’ 
3-9 ’ E j i Ag * ¥ * Serre siig g n 
i cone ‘ 
vi 4 P m . 5 a iin Se! ty pa ‘ 
0b BARD oe Pe he aie ee SRR SA Lesa BLED) LOOT pe 


Peary ee oe Dee teep end Tote 2 Be dathsa 


ots tee a 
* ae Cy Oder ye ye rie ataewe aoe 
een. a Wi A APP Ua ee 1 sah ) SeHeIST Tit 
. 5 
~ 
I ey or i ‘ f 
aw Fst oa i i : i7 Or 
: * * & oa is 
Se 4 pe Oe at - . 
Te et _ an ! a SF ae Ep! fo ea i 
‘ i) i 
eS eS ahi & 
i z a . oes * . 
jy at 20M eh ahh. ome 
a 
é r 
su wv Fakes) oval A Sm 
a + 
asi 
F) 2) ve 
a ie te se vis 
a 
4 4 a x i P 
+ S ae #4 he at a ' ‘ 
tty F Somat as 
\ Fs, tae lt te a he 
Li Dek wy re 2 
Rae rt . = 
pier o 
3 BK vast 
E = 
r ‘ Tey - 
ee J 
cad ~ a oi 
t f : ; 5 
¥ ours 
! 
ic , 
a 
o é te Ei 
i Lo ; 
Lee ‘i 
a if © 4 Re 8 se 
i 
3 f s mm % 
yoke Pah > > 
' 
P « 
I j ee 
een 1 by 
2S 
. ae t ” 
5 ; See ra thk eae ; ; 
“ 
+ 
” 
= a . : 


rh, 


ANGUS, STONEHOUSE & CO. LTD. 8032 
TORONTO, ONTARIO 


direction Canada should go. I know if they go 
in one direction to continue the markets on a 
purely competitive basis, your oll industry as 
going to suffer Bere E Ca: ive 

Now, when you come to national security, 
it is still very vivid in my mind when the Navy 
came to our company in Wyoming during World War 
II we were then running a plant of 2500 barrels 
a day, and they asked us how much fuel oil we could 
Ship to Seattle. Now, on a confidential basis, 
they told us that they had ships in the harbour at 
Seattle that were unable to clear for the Pacific 
because of the shortage of fuel oil. That was 
at the time when every tanker that was being put 
into the Gulf - it was miraculous if they got 
through without being torpedoed. I think at that 
period there was a submarine showed up in the 
St. Lawrence. Well, we went back to Wyoming, and 
within 28 days we built and put on stream a plant 
at Riverton, Wyoming, and we increased our capacity 
where the combination of the two plants was running 
at 15,000 barrels a day, because that saved tanker 
cars attempting to haul from Houston, Texas, to 
Seattle, because there was a terrific shortage of 
fuel oil to get those ships into the Pacific. iE 
think that is a good example of what can happen from 


a security standpoint. 


Now, it doesn't stretch my imagination 
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at all to think of what submarines are today compared 
to what they were at that time, and to believe that 
all foreign crude could be blocked very effectively 
from getting into the St. Lawrence to supply the 
refiners that are now using it. 

Now, how to evaluate that, I am going 
to leave that to this Commission and the Government. 

MR. PATE TEGO: Would you, as a producer, 
be prepared, if, in the opinion of the Government, 
it was necessary in order to move Canadian crude to 
Montreal, to have regulation of price at the well- 
head? 

MR. NIELSON: Well, I like to have 
my cake and eat it, too. 

MR. PATTILLO: Everybody does. 

MR, NIELSON: And I don't like to see 
Government getting into any area in this free 
enterprise system,which has made these two countries 
great, where they are not absolutely necessary. 

However, I listened to Mr. Campo 
yesterday dwell on that subject. If price 
regulation wasn't in the picture, I don't think 
there is much question but that supply and demand 
would keep the economics of crude moving back 
here in right focus.« Now, I realize, however, 
at the same time I am saying that, if there is one 
pipe line back here and one buyer you get a monopoly 


of markets and transportation, and as much as [ 
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dislike changing the view that I have held over 
these many years, and done much to sustain: i, =7 
am gradually reaching the opinion through ex- 
perience that it is most difficult to do something 
on a voluntary basis - I imagine if I had the 

crude in some of those foreign countries I would be 
UStries tenxl ous: ‘toieeliy ao cand dispose of it as 
would any of the much-criticised large companies 
who have it and are attempting to. So it may be 
that some type of regulations might be necessary; 
Some all-wise Solomon could determine how much 

that should be. Now, I know there are difficulties; 
iy elern’ teelrcl ear (eut:ithime. 

Mi. ADL ILEO: Now, regarding pipe lines, 
in your experience in the oil business, you would 
agree that if private enterprise is going to bulid 
a pipe line they can't raise the money without 
either throughput agreements by refiners or 
deficiency agreements. 

MR. NIELSON: That ays correct: 
capital is very liquid and flows to wherever there 
iene Lpabion of returns, 

MR. PATTILLO: And have you ever 
given any thought to what the situation would be, 
supposing that the Montreal refiners were persuaded 
to) butld a pipe line, as to the responsibilities 
and’ duties: of the producer? Would it not be so 


that, assuming that the Montreal market 15) nov an 
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economic market for Canadian crude, they would be 
compelled to commit, for a long period of time, 
their supplies so that the market could be 
adequately served, whereas, from the very nature 
of the oil business, in a period of twenty years 
something is almost bound to happen whereby other 
markets more economic, yielding better returns 
would be available? Would you agree that would be 
So? 

MR. NIELSON: Yes, I agree thatiis 
correct, and I have thought about it many times. 
A pipe line once built is very permanent, and it 
Will be there a long time. 

Mik, PATTIEEO: And it takes a long 
Time seo pay hon it. choo, 

MR. NIELSON: That Ls correcc, How- 
ever, €as pipe lines fall into the same category. 
Producers of gas have accepted as a premise to 
their ability to sell the necessity of entering 
into 20 and 25-year contracts to deliver their 
gas, and that has run into hardships over the 
years. 

MR, PATTILLO: The oil man who is 
maybe in the gas business has had that approach 
in recognition of the gas problem, but do you 
know that the oil people in North America ever 
accepted that concept as far as the sale of oil 


is concerned? 


Hite ad A 


} 
| 
] 


iO ofa held .abc16 te beep pot een 


“ae to Palasq Gen, 2 18h \eenmoo (ot Net iogem 
r 


sf Hie, gor ec att Jadt-os sas iqgee ieee 


? 


i 


’ m % ape ~! gy er 2 i 

‘Sher Siew at gyre) ,aeetsce,  favase ycateupeee 
rows Yeewd Ber oelteq © Mic eeesnlene ato let roe 
Vg YW jeBiiiae GS CS TeORls nl BELA PensG 


—» Dhy tin F ("ie sb g nie wey afd 
afihgaty (oleoaeae egonm agetige 


G Dae Cae Saat MO Mee toi¢eltava’ ed DBLiow 


"qh 
i os AT ee oR 
* i x ey a 
a ce Wa t See } & h Aire: is es | 
i 
be i A y r ~ rs Fy o ac a rh 
4 * { nie a Waa # ‘) yi Be $2 7} wpe 4 d LIS ee ret 
eT : 
& So sae re! oh ‘. ex Fr - 
Mish, | edteh ee tes ad isyV - sh TMi) SAS a a J d 
+ ; ¥ 
¢ RP 4 
4 FAT ay shad } i" ; L's ' 
i P % P F nae) Ai ag cre 
any . pe hie PRON, th hf an 
we +) cat ¥ “wes ~@ 
F sh ae RA Cd Te SPER 
i x nf : : 
ae 
pa be 
s yo We Sees ta rf } hee Ca hs } 5 
at \ Ay » ‘: 
re i ea 44 tay ie ay ee i @ # Sarg 
ea ay ‘ * . 
Gt Li roo Ps a o4 4 &. 1 
~ > hy fr "I 
‘ Trek es : h ro ae 5 : yo ew Ades 
. 
z u { 1 THoY _ Ai 
ry < q. 
a ca i nS ae en Mp a : E 
' » 5 
me 
f is ) Att nay 
- * a" i ; Bacar he ‘ha Ot ae 
' 
s ‘ py ‘ ‘ 4 our 
i Re eo 05) ‘hee 5 rat Vie Fa ett ¢ ms Boe file 
- 
‘ 
» F a 
a ty A ‘ ? eo 3 B ? ! Pp 3 
yee / a 
‘a t Sets ae hes Me ' } ta 3 j ' Lad 
M 7 M 
y : ie y eft Fig br tS raph aah >.) 5 
7 
% 


8036 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


MR, NIELSON: I don't know of any 
Sales of oil that have the number of years of 
commitment that the gas producers have accepted. 
However, they have contracted for five or more 
years, and ten years in some DaPticuler situations. 

MR. PATTILLO: So would you agree 
with me, Mr. Nielson, that, in order to make it 
possible for a private enterprise to develop this 
pipe line to Montreal, it would be essential that 
the industry get together and that not only the 
refiners get the necessary throughput or deficiency 
agreements, but that the producers enter into long- 
term contracts to supply? 

MR. NIELSON: I think it would be 


absolutely necessary. 
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Mins) PATS ILO? Now, have you ever 


dine and it has been referred to by a number of 
witnesses as a facL Luu ror whe industry for 


moving products from producing fieldsto marketing 


fields. Now, -i0 io Isssudh, part might compare to 
highways and railways which are mere transportation 
facilities. Have you ever thought about it in that 
way? 

MR. NIELSON:: Not until I heard your 


suggestion yesterday, Pipelines generally have 


given any thought to the nature of an oil pipe- 
true even in most gas pipelines, 
MR, PATTILLO: But there is a difference, 
is there not, between transportation of fas and 


been financed by the industry and it has been 
the transportation of oil in that the personvho 
is in the gas transportation business is also a 
buyer and seller of the gas. He buys from the 
producer, Transportes it and selbenat, 
MR, NIELSON: Yes, .«and he has’ controliacr 
markets and control of contracts for supply. 
MR. “PATTILLO: And, -UheréeLore, Gig es 
a question with the gas person of regulation 
rather than public ownership, would you agree? 
ago that where things approach a certain degree 


of monopoly because of certain facilities or 


as much ami dislike corvtnciude 


MR, NIELSON: Well, I stated a while 
conditions existing, 
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f am afraid you would have to logically expect 
some degree of regulation in those circumstances, 


MR. PATTILEO: Righo: Now, when we 


the necessity there for Some degree of regulation, 
are talking about oil pipeline, do you think there 
is any merit in the idea or public ownership of 
oil pipelines to be used ag facilities available 
to producers and refiners alike? 
MR. NIELSON: i“crLed ve whink toe that 
yesterday and I think there may be some merit to it. 
The danger, as I see it, is that govern-=- 
ments are not disposed to seek out the most economic 
ways of doing things. Tam afraid cnave tne ule imate 
cost to the consumer and the producer directly and 
rndirec uly, Lan including taxation necessary: Go 
put the money into such a program, might be more 
expensive than if the same problem was given to 
the oil operators and refiners to work out them- 
Selves. Now, if there was no other way and if 
the determination of the government was such that 
national defence justified such a program, I 
think in the world's unsettled condition today 
there are many things that are uneconomic but 
could be justified because of the threat to our 
very existence, 
MR, PATTILLO: Well, Mes Nielson, 
personally from your own point of view and I 


-——| am only asking for your own opinion, would you 
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agree or disagree that the only justification for 
moving Canadian oil to Montreal would be national 
Security? 

MR. NIELSON: No, I would not personally 
think that was the only reason, I have pointed 
out a number of times here our absolute Ina oli ty 
as producers in Canada to produce oil competitively 
with particularly Middle East CVuUde +. SO: Pichi nic 
there is a government decision there on the internal 
economics of the company and the impact that there 
would be on the country if there was a complete 
Stoppage, you might say, of development and explora- 
tion of this natural resource. I think they must 
determine whether they want this industry to con- 
tribute to the economy of Canada or whether the 
economy of Canada can best be served by buying these 
other foreign crudes. 

Now, I personally think that the internal 
economy is being served by the development of these 
natural resources and I think it will continue to 
be served by the continuation of the development. 
Now, when you get to the national defence position, 
I hesitated to say this because I know we all have 
fiercely nationalistic feelings, but if there was 
just some way of making that regulatory fence include 
the two great countries of the United States and 
Canada, that would be the most economical and the 


most solid line of defence for security purposes. 
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Now, whether that is possible with the Peelinge ver. 
the peoples inthe two countries is a big question 
mark and that is why I kept pointing out in here 
the necessity of Canada looking to eastern markets 
if they are going to bring the internal economy 
into balance, 

MR. PATT ILO: I was going to ask you 
about that. At the present time you have in the 
United States these quotas on imports and you have 
aities on crude too, do YOU Unimk that Lf etne 
Canadian Government either by agreement with United 
States or unilaterally of its own motion imposed 
Similar, identical quotas and duties of imports 
coming into Canada that such an action would be of 
any assistance whatsoever in moving more Canadian 
crude into the United States than is presenuly 
being used today? 

MR. NIELSON: Well, I hate to keep 
repeating myself but if I was a producer with 
crude that cost me half a cent a barrel to (SHEN eA 
to the position where I was ready to produce it and 
if I could open that well up to produce 10,000 to 
50,000 barrels per day and in some cases I have 
been told they can produce as much as 100,000 
barrels per well, I might be willing to cut my 
price to equal -- to offset any duty that mient 
be imposed, I cannot speak for the operators 
who own that crude3 unfortunately for us we do not 


happen to have any of it. However, it seems to me 


| nowtgele pid = af geLlesnVves 


; oxat ab dite yritdnteg tag 2 
| 
uve deateat-o¢ guddeoL ebaasd to yviseeoah say 
| nc ipe Psorts Cok lt grata OF Beles Sits Pers “LE 
* 0) & { So ef f 
y ' 
| uy Hee OF wn cirse 4s SO RIDE TAL fi 
Sia ny aE. (Mole Ta SG¢ # «Sat Z og8 
if @2 LC i1G BEIOnD Sent se9A36 O93 ot 
7 . 7 a ’ ‘5 ) a GS | 
; ; mat BY Gites! a Sy tye ' fete eee esr 
| of i ie es a> Ve >) ae LO rE 
: 
os “ait mBIO ? Vlad ob q 
q : ‘abe J Et , J 
ra ¥ Tar SOss BN ren Laos & 
; i B72 ST <4 ' 
; t 2 avi 
390 5% 
& c * 
i Y ~ 
a : 
ue x I Cf + 
~ 5 ‘ 5 : LAS 
{ Ch 4 @ : 4 a ( oh, € i 
‘ : ? [ 
’ a ‘ # 
ts “ . —_— 4 
. ‘ . _ 
s re 


tie of dhasoe es 


taxXy soritorh WO 


5 
ow? ofc! ‘ae fqcsq era 


}s 
ANGUS, STONEHOUSE & CO. LTD. 80 od 
TORONTO, ONTARIO 


there is every possibility of them meeting any 
kind of a reasonable Varin) thac might be imposed, 
On the question of whether anything other than 
direct control on some percentage basis, if you 
want to put it that Way, Or On some allowable 
import quota basis, would be effective in 
either COE LY £808: 

DO PATT ILO: Well, do you think if 
you hac the same quota control principles in force 
in Canada so that the same policy prevailed through- 
out the whole continent, do you think that Similar- 
ity of policy would in any way assist the move- 
ment of Canadian crude into the United States? 

MRo NIELSON: Not if 10° 4h a voluntary 
basis as the one they are attempting to work in the 
United States because it Just does not work, I have 
watched these quotas repeatedly and as soon as they 
get enough pressure from the 50,000 small operators 
the government imposes some regulatory methods or 
controls. 


MR, PATTILLO: Perhaps you used the 


MR. NIELSON: There is a tendency to 
temporarily lower the imports. However, you have 
barely finished your negotiations and got the 
pressure off the legislators and the next thing 
you know there are a few imports coming in. Now, 
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three times as many imports coming into the United 
States today as there were ten years ago. Now, 
this Fanning report that I am including here makes 
quite a point of the lesser number of wells that 
are being drilled im the United States. There is 
Cmiy One reason Lory that, Tnamy> book sand temat pac 
the shortage of markets. If there were ample 
markets, our own conditions in Canada and the 
United States multiplied by the thousands of 
operators would mean a correspondingly larger 
number of wells so I think the conclusions based 
on the number of wells in this report could be 
questioned. 

MR, PATTILLO: Now, you seem to think 
that Canada has been missing a bet in not moving 
more rapidly about export of gas. 

MR. NIELSON: i definitely do, 

MR, PATTILLO: But let me suggest this 
to yous when the Westcoast tried to export gas 
and had a permit from the Canadian Government to 
do so, it was a gentleman by the name of Mr, fusn 
who lived in the States who was very effective 
in seeing they would not be able to-do it except 
On his verms, You know that, do you not? 

MR. NIELSON: I recognize the difficulties 
of the Federal Power Commission. 

MR, PATTILLO: But you cannot very well 


blame the Canadian Government for that development, 
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Cah Vou? 

MR. NIELSON: No, you cannot blame the 
Canadian Government for the Federal Power Commission, 
team ysure of that, but I do feel that there has been 
hesitation by the Canadian Government in several 
instances even before the fish line was built that 


could have headed that line off completely, 
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MR. PATTILLO: I think the attempt 
to export gas from Emerson is Still under advise- 
ment in the States? 

MR. NIELSON: Tat 13 Liens: 

MR, PATTILLO: It wouldn't have 
mattered what the Canadian Government had de- 
cided about that, with the dog fight that arose 
before the FPC; there still wouldn't be any 
gas going through Emerson? 

MR, NIELSON: Again there was a 
period prior to those battles originating when 
gas could have started moving without the same 
kind of opposition, but the delay that occurred 
in there let everybody get their eyes directed 
towards this source of supply and then the battle 
was on as to who should get it. 

MR, PATTILLO: In other words, once 
they had a chance to regroup and form battle 
lines, the fight was on? 

MR, NIELSON: That is right. 

MR, PATEILLO: But there is going 
to be no way for the Canadian Government by an 
export policy preventing that sort of thing con- 
tinuing to happen? 

MR, NIELSON: I wish I could think 
of some way other than what might be some agree- 
ments reached between these two great countries. 


They seem to have so many problems. This v could 
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be the end, in my opinion, to strive for; something 
that could be reached on a policy level with the 
very top of the two fovernments would be more 
desirable, 

MR, PATTILLO: Those are all the 
questions I have, Mr, Chairman. 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: Mr. Chairman, I was 
wondering if it would inconvenience the Commission. 
if I were to consult with Mr. McKinnon. L had 
not proposed to ask Mr, Nielson any questions, 

but quite frankly, arising out of Mr, Pattillo's 
examination and this basic, uneconomic situation 
in Alberta, I feel I must at least take Mr. 
MceKinnon's instructions as to whether I should 
pursue that with Mr, Nielson, It is really 
Seven minutes from the adjournment and it would 
not be convenient for me to pursue -- it would 
be much more organized and much briefer if I 
could have a consultation with Mr, McKinnon 
before examining Mr. Nielson. 

THE CHAIRMAN: Certainly. Well, 
then, we will adjourn for lunch, gentlemen, and 
reassemble at 2.15 this afternoon, 


---Whereupon the hearing adjourned at 12.20 p.m. 
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SesOn resuming at 2.15 5 in, 


THE CHAIRMAN: The Commission will now 
resume its hearing, Mr, Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 
Mr. Nielson, there were just two or three things 
developed in Mr. Pattillo's questioning of you this 
morning that I would like to discuss with you for 
just a moment. On the question of the Crown 
reserves and the sale of Crown reserves in Alberta, 
you said substantially to the effect that you 
thought the only loss to the Crown would be in the 
loss of the price, and before asking for any 
further comment from you on that, I would like to 
call two circumstances to your attention and then 
invite your further comment. 

These circumstances I might say come 
to me as a result of my instructions from the 
Conservation Board, The first is the circumstance 
of privately-owned land draining the Crown land; 
and the second circumstance is the possibility of 

inequality as between leaseholds, depending 
upon the location of the Crown reserve. 

With just those general circumstances in 
mind, Mr. Nielson, would you care to expand upon 
your statement that you felt that perhaps the only 
loss to the Crown would be in the loss of the 


purchase price, or the sale price? 
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MR, NIELSON: Mr. Frawley, first may 
I say for the record that I didn't intend any 
criticism of the administration of any Board or 
Alberta Government in the way they have handled 
their oil leasing and other activities. On the 
contrary, I feel they have been very wise. How- 
ever, at this moment we do have a surplus of produc- 
Pion, forka scancitw.of manicet a. Phe thought 
occurred to me that if the Board or Provincial 
Government or whatever body might be involved, 
could withhold the sale of Crown reserves in the 
future, certain considerations might be given to 
them as one means of still encouraging exploration 
but still not getting the maximum in development until 
such time as a need ig available on a market basis 

I appreciate that there would be a 
problem where there is about 30 per cent of the 
productive area, I understand, now owned privately. 
I have seen this problem handled in the State of 
Wyoming when there was a surplus of production 
over markets by allowing the company or individual 
owning the offset leases, when they requested that 
they be not required to drill wells according ' to 
standard spacing pattern, to pay a compensatory 
royalty. I believe a compensatory royalty paid 
on offset acreage might handle part of that problem. 

Perhaps the unitization program, as it 


is presently in effect, and it is a program that I 
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am very much in favour of, and I believe Alberta 
has some very good laws on unitization -- perhaps 
a combination, requiring unitization and compensa- 
tory royalty might compensate for some of those 
problems, but I only mean it as Just a field that 
might be investigated as a partial answer to this 
overproduction problem, 

MR. FRAWLEY: Thank you, Mr. Nielson, 
Then, this morning you said, or substantially said 
that you were made to drill uneconomic wells, and 
before inviting your comment on that, I would suggest 
to you these considerations which come to me as 
considerations from the Conservation Board. T will 
put them to you in the form of questions: 

Is it not true that the fixing of spacing 
units governs the number of wells required to be 
drilled to drain the reservoir in a reasonable 
period of time;.. and also its it: net. true that 
multiple ownership in a common pool enters into 
the determination of the rate of development, and 
my question is: in the light of those assumptions 
would you care to elaborate upon your statement -- 

I am not quoting you again -= which was substantially 
to the effect that you felt you had been made to 
drill uneconomic wells? 

MR, NIELSON: When I referred to uneconomic 
wells, I had reference to the fact that presently 


in Western Canada as a whole there is possibly as 
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much production available for markets than we 
have markets, and I was trying to wonder if 
there might be some means of, through sovernment 
assistance or government withholding of acreage, 
or making wider spacing program, forgetting the 
economic factors or the technical factors, may 
be ways of spacing pattern to properly and economi- 
cally develop that particular property and introduce 
for consideration the factor of market demand. 

Well, I might illustrate: Supposing 
here is a field that the engineers say can be 
properly drained in the proper length of time on 
a 40-acre spacing, but there is not the demand for 
all the production that can be had. WeUlwa2 Orie 
period might be a point to consider making it 80 
or 160-acres spacing rather than requiring the 
4O-acre. Anything could be practical in reducing 
the amount of money expended for developing these 
properties but still allowing exploration to continue. 
That is what I feel is necessary, and that is to keep 
exploration growing so that we can determine what 
the eventual productivity of gas or oil might be 
in our Western Canada. 

MR. FRAWLEY: Now, just in that particular 
connection, Mr. Nielson, you are aware that as a 
matter of policy the Conservation Board has gone 


to wider spacing in the last five years? 
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MR. NIELSON: Yes, I certainly have 
been aware of that and I think it has been a very 
wise move on their part. 

MR. FRAWLEY: Now, just one other thing, 
and that is when you were discussing the gas 
ticence situation this MOPning, Vou. Said, ance. 
have a note of it: 

"You must remember this gas that has been 
discovered in Canada at the present time has 
been incidental to the search for oil, Taking 
our own situation in Savannah Creek and Dick 
Lake areas, we are draggingour feet to drill 
additional wells. We have gone to the 
Alberta Government repeatedly to get relief 
from having to drill these expensive wells 
to hold what seems to be one of the most 
potentially valuable fields that we, as a 
small company have ever had the privilege of 
participating in. We have to drill a 
certain amount of these wells or we have to 
surrender acreage that might be valuable; but 
we are only drilling the minimum -- not one 
more than is necessary." 

Now, as I understand the requirements of 
your gas licence is that you earn acreage in 
accordance with the money that you spend in drilling. 
I just wondered if you would have any further 


observations to make with respect to just what is 
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the situation under the gas licence system, and 
what benefits there are to you under that system? 
Perhaps I should just let you have your statement 


(witness is handed statement). 
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MR, NIELSON: Again I would not be 
fair unless I stated that the Alberta Conservation 
Board has been, in my opinion, as fatras theyecourd 
possibly be with our company on the problem of 
drilling these expensive wells in the Savannah 
Creek area, SO perhaps it would be a little more 
accurate if I made my comment a little differently 
and explained that for each well thaw us ‘dritied 
on one of these gas licenses we earn a certvaan 
amount of acreage, We had a@ gas lease or leases 
there of some 70,000 acres, Ttits a weryehieniy 
faulted area, It is difficult from surplus 
indications to delineate and know just where the 
limits of this field are going to be, So the 
point I was trying to make was that when there 
are no markets the delineating of this field -- 
and there is nothing compulsory from the govern- 
ment; it was purely from a desire on our part 
to be sure that we got all the acreage that might 
potentially be productive -- that was forcing us 
to drill these wells. IL had this particularily 
in my mind when I was talking to the Royal Bank --~- 
Mr. Muir, im fact .==sconcerinesounerinancial 
requirements for the next three or four years. 
I was assured that they would advance us whatever 
moneys were needed for the development of or oil 
wells, but he said, "Now, Glen; on this gas, that 


is another problem, There is: no deverminarivon oF 


a 


susste ai anals ah titty 1 ik $a np 
oc Na MMEgORG sith a, {pages hans de of wtdaesog” ‘ 


axon SheLIR Mt nie et city De, BOTS yee 


Wit Fendets FERRO OL9 FEL ae “Seigteatoo ee ali sm Z th “tere ge 


goteet de seek ops a Oech ew. 2Bbe THA to aad 


efit Wieg 6 ai CT. Rees nad.ar ance 6 selects 


Ls Pee 


Ee ee ets oA ue oe aah ae a‘ 
‘donrtivek va} et aifow avikersqne eeu pak Cis 
vee pes pore a See ; 
Ae hs 


oY, 
, ae 


pe ety 
Baas 


Crea at dunia iave Ome ae "to dane peinalaxe bite 
Ae B wetee ai saneath, on paedt: 16 ena fo 
ee eae : 


“¢ 


Rae ¥ who 
na e h ; zy : hg ie <2 1 
Ae Ry $ eo 3 a 7 . a % ‘ ra | ‘rT shes © S get Q oF} 
: SB by’ tps i aha EL ou. ~ 26S COSTS 
’ i ‘ 
ro ak ‘ " ba ial wy 
ae Sa haat (bras edesebleb of eno liso Lont 
bs : ‘ r t ‘ 
5, ; ‘4 ” * r ey 
amg Bs Pe ni trow ars NLeat st Stig £0 MWA4 


De ee ae eee eee 5 eer : : ; ; a 
ettid cater Veit 25Ww ONBa CT-AaRCERS See: 2 iniog 


s 
aks rac oe sae * ; 
Pls at io a ae en Et | - 
a t ll are 2 s ot! Med ~ my - * 
Oe Ae hi de 89 A ee SVD Bu fie et Wig Cosa 2a Con Sie 
; ’ ; Oe es oe 
ce 0 . el Sali “Ye 4 S Pee YS aE - ms te “ D 
PS fy | eAce ae 2 3 LACEY tart Ek, cy 35 cc et ba “cB 
= Hie ee wee 
i # a 
rete r ar ay ’ ; i i PT 
Ba i Orns mug Baw Sf pone 
, : 
x 
‘ ae i as | 4 ty 2 ' rhe fa 
. ; " } | ae be 3 ot 4 U j 4 
Se . ‘ 7. ae ’ a 
Ge gehn es ' 5 Jat r OY LAI i” = Vise rs : 
» As 
i o tw 
rT a 7 ~e i — 4 
& ' ’ {j %, i j 3 7a ({ } if ety a" 
‘ ras f ; 
x aie Kee Con ae a 
Wen + ¢ } j 4 ry W F ~ F - “ r ¥ 
- isdt hes S| 5S fs Sw 4. wy ont WE i 
ee ‘ 
. . 
Bary oe ig 
deo 8 Beg "0 " * ¢ “a 
a b bia Ot we Te rE cL LP Lit 
‘ 
« pate id ry we : < 
if ' Abe a 1 S 7 
aay = PT oe - oa - i 
> ota i = a Tas a ; City b.iN KP 
; “j 
, Ms ‘ re 
: as abs ; 
& awe t cs 4 3 7 « 
a | mt } s 4 Poe: shee t 
+ 
' fF rrcr i * ais a] * yy LOL 
mae S ' t 
iy © tele ‘ ' * Pp r 
at ¥ ‘ C Wieea at Set - L os 
‘ X . ie 
a ‘ 
Le pie a 4 oy. 
' RoLoRe 3 oA sCrat : & +e 
oc 
1 ‘ apts 
rn t - ee re pie ¥ 
rie yom i is £e) 


ANGUS, STONEHOUSE & CO. LTD. 8C53 
TORONTO, ONTARIO 


when you are going to get a market, You will have 
to hustle that money some other way", That hustling 
was a little difficult at times, but 1 realazedeit 
waS a valuable property. So it was a desire on our 
part that forced us to try to acquire all the 
acreage that might be valuable, and not any regula- 
tions of the Alberta Government. 

MR. FRAWLEY: I am sure you would want 
me to correct the record. You said, your dealings 
with the Board, you take no exception to that, 

You mean the Minister of Mines and Minerals? 

MR. NIELSON: That is right. Thank: you, 

MR. FRAWLEY: Would you, as an operator 
who carries on business in both the United States 
and Canada, spell out a little more fully than 
you did this morning just what are the differences 
with regard to the provisions in the income tax 
regulations regarding depletion in the United States 
and in Canada? 

THE CHAIRMAN: Mr. Frawley, do you think 
it is necessary for us to go into that at this 
time? 

MR, FRAWLEY: You mean, sir, that there 
are many other ways of obtaining it. 

THE CHAIRMAN: From the point of view 
of the Commission. I can appreciate that, Mr. 
Nielson having made the statement he made in his 


brief, that you from the point of view of the 
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Province of Alberta would have that very much in 
mind, but I think that the Commission has other 
sources, 

MR. FRAWLEY: It was probably just a case 
of having here a man who Operates on both sidecmos 
the line and has inside knowledge, 

THE CHAIRMAN: You would be the last one 
to suggest that others do not operate on both sides 
of the international border? 

MR. FRAWLEY: I have to take that back, 

MR. COMMISSIONER LADNER: Mr. Chairman, 
in fairness to Mr. Frawley I should say that Just 
before leaving the room I expressed to Mr. Frawley 
my interest in the approach of a business man and 
his impressions in handling the business of the 
respective tax laws, and I think it was partly 
because of my indication that Mr. Frawley put the 
GCueStTLONsS a moment ago, but! Porimyepact tae as 
would be of interest, purely from the technical 
point of view, because I do a lot of tax work myself, 
to know how the ordinary business man engaged in the 
actualities of business approaches it and how he 
views the application of these laws and his ideas 
on at -— not @ long exposition envi, buteeic a ceas 
on it so far as the United States and Canada are 
concerned. 

THE CHAIRMAN: You mean, Mr. Commissioner, 


that Mr. Nielson's views on this would be of great 
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help to the legal profession? Go ahead, Mr. Nielson, 

MR. COMMISSIONER LADNER: Even on that 
basis, I would be better able to judge when he had 
made his statement, 

MR. COMMISSIONER HARDY: There is a good 
deal of that information in Appendix: B, isn! & there? 

MR, NIELSON: It is rather fully covered 
Daere, 

MR, COMMISSIONER LADNER: That alters 
the situation as far as I am concerned. If it is 
Ghere,] Ddovnot!' want ib again. 

MR, NIELSON: I can give a very brief 
summary if you would care to have it. 

MR. COMMISSIONER LADNER: I would. 

MR. NIELSON: inthe first places the 
search for oil and gas has been such over the 
years in United States that they have given the 
privilege of deducting from any person's income 
the amount of money spent on intangible drilling 
costs. The intangible drilling costs are the 


costs other than the casings, the tanks, and the 


bangcible: part: of the drilling, They are able to 
deduct that as part of the cost of operations, 
whether it is a dry hole or a productive well. 
MR. COMMISSIONER LADNER: That is from 
any income they have from any source? 
MR. NIELSON: Yes. One reason why a 


larvce amount of Canadian money has not participated 
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in this production of oi1 is that there has not 
been the privilege to deduct intangible drilling 
costs. Another point to which I took exception 
was on depletion, It is a rather detailed question 
there. It is more the manner of calculavine a 
between the two countries, which limits the deple- 
tion more than it is limited in the United States, 

I think I will leave it to the brief here and the 
other submission, which will answer that more PLY 
Another problem of equal importance to our company 
is the etait 46 take what is known as cost 
depletion, If we purchase a property that, for 
example, might have 2 million barrels of oil in 

it according to the geologist!s estimate and we 

pay $1 million for it, to make the illustration 
sitiple, a8 we produce that oll Im the United States 
We cam Ueduct 50 per cent of the Gost, om sOncer74, 
as the cost of depletion as we produce each barrel. 
5O cents a barrel could be deducted. On that basis 
we can eventually recover our cost before taxation, 
while in Canada, if we purchased the same property, 
we would have no provision for cost depletion, and 
so’ the money we pay for it must be after taxes, 

and it costs us twice as much to purchase a property. 
I might make an analogy to the grain elevators out 
here that would be comparable. The one over here 
you pay $1 million for, and the other you pay 


Seu t aon Lor, Now, the one who pays $2 million 
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can take depreciation on those physical assets 

on the $2 million, but maybe both elevators might 
conceivably handle the same amount of grain ad 
both produce just as much GEVEnUS,. DUD the cber 
operator takes the lesser amount. You need that 
relationship particularly for the small company on 
enable them to purchase properties, 

Those are three fields where I feel there 
is some question. Then, of course, the privilege 
between the United States and Canada of interchange 
of tax regulations: I do not think anyone would 
want to limit the money that has entered into 
Canada to help in the development of this great 
industry from the United States. My only point is 
that I think it would be wise to make those provisions 
so that Canadian capital likewise could compete and 
participate. 

MR. FRAWLEY: Mr. Nielson, there is only 
one finel guestion, ‘Running through your brief 
is the theme that your production has been shut 
back, and I would just like Vo complete, tiemrecord 
by asking you if you know, percentagewise, the 
relationship between what you are permitted to 
produce because of the shortage of markets and 
what you would be able to produce -- in other words, 
wmour producibility. 

MR, NIELSON: I am glad you asked that 


question. I mentioned this morning that we were 
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one of 28 companies that were not reaching the 
HO or 45i per cent. T believe one study gives 
sy axeok/ 2 ex cent, and I believe there igs only one 
company that is 1/2 per cent below us. Our own 
Gepartment, before I left, said that they felt that 
in the past month we had only produced about 14 
per cent of our potentialoutof some of these larger 
fAelds ; ine, reason forruthaveds shatae big share 
of our production is in these fields like Westerose 
and Sturgeon Lake, which have high potential 
productive capacity, but the combination of costs 
of drilling and other factors have limited the 
allowables to this lesser percentage, 

MR. FRAWLEY: Thank you, Mr. Nielson. 
Those are all my questions. 

THE CHAIRMAN: Thank you, Mr. Frawley. 

MR. COMMISSIONER HARDY: Mr. Chairman, 
I would like to ask Mr, Nielson one or two questions 
on the type of business that Husky is operating in, 
because I think he has perhaps been overly modest 
in taking credit for the contribution that Husky 
Oil has made as an independent. As I understand 
it, Mr. Nielson, you originally came into Alberta 
and deliberately went into a low gravity field, 
where the outlets at the time were very meagre, and 
developed your business first of all around the sale 
of asphalt? 


MR. NIELSON: And tuel-oLl. 
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MR. COMMISSIONER HARDY: Andsf yet ony 
yes. And I think it is fairto Say that one of 
the results of that operation was that the quality 
of the asphalt that became available for the 
western provinces was improved, Would you admit 
Chay OF not? 

MR, NIELSON: I would like to take 
credit for it. We sent men that we considered 
as experts to deal with all of these provincial 
governments and also at Ottawa in recommending 

specifications that we thought regulated increased 
Guaisty, of asphalt. 
MR. COMMISSIONER HARDY: That asphalt 
was marketed? You marketed quite a bit in the 
coal industry for briquetting? 


MR. NIELSON: Yes, that is correct. 
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MR, COMMISSIONER HARDY: Are you still 
marketing any? 

MR, NIELSON: That market has entirely 
disappeared; we have a small market left. 

MR. COMMISSIONER HARDY: How about the 
roofing business? 

MR. NIELSON: Increasing all the time, 

MR. COMMISSIONER HARDY: And industry 
has come into the Prairies and established secon- 
dary industry which is based on asphalt supply? 

MR, NIELSON: Yes. IT might refer to 
one industry in particular, the Sidney Roofing. 

We induced them to build what turned out to be 

@ million dollar plant adjacent to our refinery; 
in fact, we sold them the land to make that pos- 
Sible so that we could pipe hot asphalt directly 
to their plant which they use in the manufacture 
of shingles and so on. 

MR. COMMISSIONER HARDY: In those days, 
as I understand it, when you first started up, in 
order to increase your production of higher-priced 
products, you had to sell an additional barrel of 
asphalt, as it were? 

MR, NIELSON: That is correct, particular- 
ly fuel ofl. Our real volume market when we first 
started was fuel oil, when there was a distinct 
need on the railroads and some of the eastern 


markets I referred to this morning. 
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MR, COMMISSIONER HARDY: In other words, 
your operation was more or less backwards as com- 
pared to some of the larger refineries? 

MR, NIELSON: Yes. 

MR, COMMISSIONER HARDY: Where your 
basic product was asphalt? 

MR. NIELSON: NESS 

MR. COMMISSIONER HARDY: And your whole 
marketing scheme had to be built around that? 

MR. NIELSON: Yes, 

MR. COMMISSIONER HARDY: You have changed 
somewhat from that situation, haven't you? 

MR. NIELSON: Yes, we are gradually 
changing. 

MR, COMMISSIONER HARDY: Can you tell 
me briefly what that has amounted to in terms of 
percentage of products? 

MR, NIELSON: TI am sorry that I am un- 
able to give it to you in figures. I would be 
glad to supply it to the Commission. I can say 
this, that we have since acquired a refinery at 
Moose Jaw and one at Lloydminster, and we have 
changed our operations somewhat at Lloydminster. 
to produce more gasoline and lighter products, 
more profitable products, primarily because the 
fuel oil market is disappearing. But our 
asphalt market is still increasing; there is more 


and more asphalt being used, The heavy fuel oil 
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is gradually disappearing and being replaced by 
diesel fuels, and will be replaced more by natural 
gas. 

MR. COMMISSIONER HARDY: What percentage 
of your output are you marketing directly to the 
consumer, approximately? 

MR, NIELSON: A big percentage, because 
we have established our own service Stations. The 
asphalt goes directly to the consumer, the heavy 
industrial fuel oil goes directly to the consumer. 
I would think in excess of 90 per cent must be 
marketed directly to the consumer of all products. 

MR, COMMISSIONER HARDY: So you are 
getting close to being a completely integrated 
company? 

MR, NIELSON: Yess We have accepted 
the blame or the credit for going into this. 

MR. COMMISSIONER HARDY: There tis Juss 
one other question I would like to ask you. In 
your listing cost that you have in your report here, 
these figures of half a cent a barrel in the 
Middle East, is it not a. slight exaggeration -- it 
is on page 15 of your brief -- to use those figures 
as giving a proper indication of what the competi- 
tive situation is with oil on has. continent: and 
Middle East oil? You can't get that Middle East 
O11 for half a cent a barrel, you can't put it on 


a tanker for that? 
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MR, NIELSON: I am sorry if that con- 
clusion was drawn from my remarks, If we add the 
cost of pipe line transportation, plus the cost of 
tanker transportation, that would be more comparative, 

MR. COMMISSIONER HARDY: We had the figures 
for one operation, but the information we have DUG 
on the record here is that listing costs, figures 
Such as those, are far from being proper figures to 
use in making an economic analysis, because -- well, 
for example, we have had one figure given to us 
that the profit on a barrel of oil is remarkably 
consistent throughout the world at a dollaw plus 
or minus 30 per cent, and 50 per cent of the opera- 
tion goes to the shieks or somebody in a similar 
position, or maybe more, But you can't cut 
those down indefinitely in figuring your economic 
position as regards the Montreal market, can you? 

MR, NIELSON: It is a strange situation, 
But actually I believe that there would be less 
costs involved at the well site to produce 100,000 
barrels a day from the well -- I am talking about 
actual dollar cost per barrel -- than there would 
be cost per barrel -- let's take days per well: 
there is less cost on a day's operation to produce 
dauthey Middle. Bast. at. 1.0,000s ov 715; 00C or 20. 008 
barrels a day than there would be a 10-barrel per 
day well in the Lloydminster field. We have 


pumping costs, we have costs of cleaning out the 


B ‘at ah 98. Bena ae soiree — abenae 


o%e goon. xag OR \eeen tag Oe eunka rm 


THLEMER 0 


ah ubodempm ne olukea cacit-tupems. ps2 


icmp wy aE ONGh BENGAL TO OTe Rae 


awe’ gate) nd Aes iat teiae) nwod saods 


4 sien Lede orld RDLBRWE, eft fats Lem 


RTL AMATS s G2) 3s Bye «Ae 


binge evade fats av9ieed EB MeEaNIOS Oe 


DELP ONE ; ethe Ifew oy. 22 Davgouns ad ace 


poker me fe) Choe att okt weak 6 Clare 


pag. «+ Sea ad Gago SRETOR CaO 


- . 
-_i 


a 7* ry, “ é fd ad ~ = }. r - 4 
OOO 2k = O80 OF te gaat Sh hoM ois ras 

Maer nae Same ; ae ware inate A by Re pea 7 
f 


Ol a ad Peo erent Ses “ap & BLANEeY 


Lieb) cowentnintg k= ithe FERe Ake 


* a ~ 7. ~~) & r, es 4 5, Aaeeece rr. 
IG SHEER SO 29 FARO ARE SH: Be ROs evircens 


i - pr ee 


ANGUS, STONEHOUSE & CO. LTD. 8064 
TORONTO, ONTARIO 


well, we have costs of Separating the sand and the 
waver, from the oil. While you have a flowing 
well, all you have got to do ig regulate that valve 
and it goes into your pipe line, 

The point I was attempting to make was 
that the marginal producing wells, every barrel of 
which has contributed some revenue to the respective 
governments, has helped to bring about this pro- 
gramme at Lloydminster that you are giving us 
credit for, which I sincerey believe has helped 
the overall economy proportionately to the amount 
of dollars spent in Canada, But it really costs 
more to produce one of those wells in dollars and 
cents than it does in the Middle East. 

Regardless of the position of the shieks 
and the cost of transportation, I think if anybody 
could just put a pencil to that problem, you would 
find that we are just not competitive, even after 
you add the cost of transportation and the pipe 
Line: cost and all the other) factors that -cominco 
the cost of producing Middle Bast crude. 

MR. COMMISSIONER HARDY: I would agree 
with that except that I can't see that we are as 
far out of line as you suggest in the analysis of 
the figures you gave us here. 

MR. NIELSON: T didn't mean that was 
the final cost, and I am glad you corrected it. 


THE CHAIRMAN: The only comment I would 
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like to make would be maybe the shieks would be 
the ones who would put the pencil, 

MR, NIELSON: i don't think they need a 
pencwn> Pethink a17 they need to do is wateh their 
bank accounts. 

MR. COMMISSIONER BRITNELL: In answer 
to a question of Mr, PaecLilo tHe morning you. said 
that if we continue on a competitive basis the oil 
industry is going to suffer enormously. Now, 
would it be fair to Say, then, that the only way 
to prevent the oil industry suffering is to make 
everyone else suffer at least an increase in cost 
by protecting the oil industry and increasing the 
prices at which consumers buy oil in a pretty large 
segment of the total Canadian market? 

MR, NIELSON: Mr, Britnell, that was the 
question I attempted to Side-step somewhat; but my 
OwA Opinion “ise thie: “the o1% industry, to operate, 
requires, in the first place, casings, it requires 
a whole host of related products. When you ex- 
tend those back from the exploration and development 
and take them back, they will funnel back into every 
phase eof industry in Canada. 

Now, then, when you buy o11 and bring it 
into the country you don't have that spreading back 
to the same extent as you do when you are exploring 
and developing it; you lose that portion of it. 


After I have said that, I want to leave it to the 
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Commission or to the Government to determine 
whether it is better to bring that product in 

and let the industry suffer or whether the internal 
economy is helped more by continuing to protect, 
if you will, and I think it will be necessary, be- 
cause I don't believe in any way that we can be 
competitive with Middle East crude for a big por- 
tion of our markets, Sond think 4t-ds, just<a 
question of somebody weighing where and how much 
controls are put on, because I think the industry 
is going to suffer quite severely. 

MR, COMMISSIONER BRITNELL: Before, you. 
can come to any conclusion you have to see that the 
advantages on the one side are not outweighed by 
the disadvantages on the other, before you arrive 
at the net balance of the Canadian economy as a 
whole? 

MR, NIELSON: I think that 1s correct, 
and all I am suggesting is that you very carefully 
evaluate all the ramifications: in) arriving, abe thas 
pec Laions. 

MR, COMMISSIONER BRITNELL: Now, I should 
like to refer you to page 15 of your submission, the 
first sentence of the paragraph which reads: 

"The costs of finding and developing a barrel 
of crude in the various oil-producing coun- 
tries shows how impossible it is for Canadian 


or United States producers to be competitive." 
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What is included in the developing? YT tnousns 
had a pretty fair idea Of that: But what about 
these intangible drilling costs? Are they included 
84 wpaclhg on’, How far does developing carry you? 

MR. NIELSON: These figures were taken 
from the Petroleum Oytlook of March, 1958, published 
by John 8S, Herold, of New York,” put my understanding 
is that they included all the costs with no allowance 
for intangible drilling deductions. I believe that 
is correct, That does include, Mr, Britnéll, aezain 
in my understanding, the cost of searching, acquiring 
eases, Crilling and equipping the well where it is 
ready to produce, 

MR. COMMISSTONER BRITNELL: That leads 
me to the next paragraph which begins: 

"The principal reasonsfor this wide dif- 
ference in costs are the reserves per well and 
production per well. For the year 1956 these 

were --" 

and then the next column of your table shows an al- 
most violent contrast between production per day per 
well in the United States and Canada on the one hand 
as against any of the oil-producing countries of the 
Middle East. As I understand it, there is quite 

a wide difference in practice between the conces- 
sion system as it is employed in the Middle East 

and the practice followed in enlightened common- 


wealthslike Alberta and Texas. I wonder if you 
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took, for instance, the MPR in the United States 

and Canada where, instead of production per well, 
you. wouldn't get quite different figures. That 

leads me to wonder whether you. couldn't. arford to 
reduce the wellhead price, 

ve NIELSON: I am glad you asked that 
question, because, again, these figures, as I 
understand it, only take into consideration cost 
of development, they don't take into consideration 
the cost of producing the well, and I tried to 
make the point a short time ago that it costs more 
to produce a one-barrel-a-day well in Lloyd- 
minster than it does a 13-barrel a day well 
Over rmerc, 

Again, to answer your question a little 
more “directly, if I use our own company as an 
example, again referring to what I was attempting 
to Say this morning in figurine the present worth 
Or four production, At isi ditiieule vor geurd 
geologist to go beyond a ten-year period. So 
if we could sell more oil] at this time by agree- 
ing to take a somewhat lesser price, and we could 
contract that amount of oil for some extended 
period of years, I am afraid you would find a 


Willing seller in Husky in relationship to these 


long-life, high-reserve field wells. 
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MR. COMMISSIONER BRITNELL: I was 
wondering, and I think you have answered that, 
whether for instance you could increase the 
market for Canadian oil by one third almost over 
night or"over year) whether you could reduce that 
finding and developing cost from, say, 95 cents 
to 60 cents or about 35 cents in there. 

VR. NIELSON: No, May I correct 
again, the total reserves have been taken into 
consideration so it will not change that, but 
what it will change is the cost per barrel of 
production from hereon out. Now, if we can pro- 
duce 500 barrels a day from a well in Westerose 
it will not cost as much as if we are only pro- 
ducing 100 barrels per day. That is quite evident, 
I think, and that is what I had reference to. 
These figures would not be changed, they “are 
purely the cost of finding the oil and developing 
it to the point of being produced, 

MR. COMMISSIONER BRITNELL: Now, there 
is only one question on natural gas -—— 

THE CHAIRMAN: Pardon me, may I just 
follow that up with one question before we break 
the train of thought? That would mean in the 
event which Mr. Britnell has put to you and your 
answer would mean more money in the hands of the 


operator for further development? 


MR. NIELSON: To compound an over- 
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production problem. 

THE CHAIRMAN: Am I not right? 

MR, NIELSON: We might use a little 
to pay our debts and get to where we could pay 
some dividends to the stock holders. 

THE CHAIRMAN: Let us assume the answer, 
perhaps you do not want to answer it directly: 
You would have a more liquid fund and ostensibly 
would be going for further exploration and 
development in order to increase or, at least, 
replace those reserves which you have been losing 
with an increased production, is that correct? 

MR. NIELSON: That jlserient.. I think 


any sensible oil company must continue to seta 


portion of their income for further exploration. 
That was the point I was greatly concerned with, 
that our company on the basis of last year's 


operation, we have only estimated returns for 1958 


of some $360,000.00 to use for this purpose which 
is completely inadequate, so we might be tempted. 
That is the trouble with independents or the value 


of them, when they make money they spend it. 


that or be backed out? 

MR. NIELSON: That is right. 

MR. COMMISSIONER BRITNELL: I had 
somewhat the same question in mind and I was afraid 


THE CHAIRMAN: You would have to do 
of being accused of the usual pessimism of the 
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economists. 

MR. NIELSON: I was a little worried 
about bringing this up to the Commission and that 
BSoWwhy Lous an one credits here so it would not 
be reported the next day that we were going out 
Ors business. 

MR. COMMISSIONER BRITNELL: On page 
19 of your brief I was quite surprised when I 
read the second paragraph and particularly the 
last. Line: 


“The Commission is familiar with the 


line that has been built from the southern 
part of the United States all the way to 
the Pacific Northwest to serve a market that 
| was potentially one of Canada's best natural 
markets". 
I know Mr. Pattillo asked you a question 
in general on your statements there but the thing 
I would like to be quite certain about is, was there 
any conceivable action that could have been taken 
by the Canadian Government or any agency of the 
Canadian Government that you think could have 
changed that situation and avoided the building of 
that line? 
MR. NIELSON: Yes, I definitely do 
say there could have been. I am smiling because 
I remember an instance back around 1928 when I 


was married, a promoter decided to drill a well 
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near Cardstown and he undertook to sell some shares 
in’ the driliing of the well. After he had started 
to drill a little while he thought if he got any 
gas he would not have any market for the gas, So 

he had better get the franchise for Cardstown. 

This he promptly did. He drilled a few more feet 
and decided he had better get the franchise for 

the neighbouring towns of McGrath and Raymond 
which he did. He finally? cots a) Dust: of? cas, 
enough to blow the old cable tools out of the well 
and, believe it or not, he single handedly decided 
that it was going to be too much gas to supply 
these little towns so he got a permit to export 

gas to Spokane. That is a matter of record, I 
understand, at least I have been Toldy te Was. 

So, in later years, 0 answering your 
question directly, had there been less disposition 
to hold back the export of gas in those early days 
of discovery in Alberta I am confident that both 
the Fish line as it was referred to this morning 
and these other expansions and extensions of lines 
to the south would never have been made. Now, 
the Fish line went through a Pot of rather difficult 
times to finance their line. IT had dinner with 
one geologist of international reputation in New 
York one evening when this was first proposed and 
he said that there was not sufficient gas available 


for export to the Pacific Northwest to more than 
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fill that line once and he wondered if it would 
ever be built. That was the general concensus 
at that time. Now, any further action at that 
time on the part of Canada to grant an export 
permit to several companies and individuals who 
were willing to undertake the enterprise I am 
quite satisfied would have precluded the building 
Of Enateline, That is my personal opinion, and 
Mr. Fish might differ but I still believe it would 
have stopped the building of that line. 

MR. COMMISSIONER BRITNELL: That is 
Canadian sins of omission, if I may call them that, 
are not confined alone to the circumstances surrounding 
the Westcoast Transmission application and what 
happened there but would go back sometime before 
that? 

MR. NIELSON: That is Fright, theo es 
what I have reference to, it was prior to that. 
Now, after that line was proposed then all the 
stumbling blocks that could be put in the way of 
the F.P.C. were used most effectively to block export 
of the Canadian gas and they are still being used. 

MR, COMMISSIONER BRITNELL: Thank you, 
Mr. Nielson. 

THE CHAIRMAN: That would all be in the 
1930's that you are referring to, the late 1930's 
and 1940's? 


MR. NIELSON: Well, in the late 1930's 
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and early 1940's, 

THE CHAIRMAN; Thank you very much, 
Mr. Nielson. You have been a very helpful witness 
and your brief has been very valuable from the 
point of view of the Commission as it contains some 
interesting thinking and good material. You have 
been a good witness and I thank you very much on 
behalf of the Commission. 

MR, NIELSON: Thank you, Mr. Chairman, 
and if I could change the record a second time, 
I would like to strike that word "apprehension" 
and substitute "appreciation". 

THE CHAIRMAN: Perhaps we should have 
a break before starting off with the next brief. 


We will take ten minutes now. 


=== A Shorty recess, 
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Submission of 


MONTREAL PIPE LINE COMPANY LIMITED 


Appearances: 


Mr. Frederick C. Schultz - President 

Mr. J. Gordon Maclean - Vice-President and 
secretary 

Wr, ners. D, Emerson - Executive Assistant 


to the President; 
Treasurer and Assis- 
tant Secretary of 
Portland Pipe Line 
Corporation. 


Vik: FAL? oho: The second submission 
that we have for the day is one from the Montreal 
Pipe Line Company Limited which I am proposing to 


have marked as M-17-e. 


---EXHIBIT NO, M-17-e: Submission of Montreal Pipe 
Line Company Limited, 
ME PAT LO: I. will call on. Me Schulte 
to introduce the members of his group and proceed 


with the submission. 
(The submission of the Montreal Pipe Line 
Company Limited was taken as read, entered 
tn the record ag Exhibit No. M-17-2, and 
the following short summary read by Mr. 
Schultz). 
MR, SCHULTZ: My name is Frederick C. 


ScuoulLvs. I am President of Montreal Pipe Line 


Company Limited and its wholly-owned subsidiary, 


Z 7 
mee 


> nt ints, gro 


a 


, 


30 stab be 


2 " Atal 4 PY 
SSP AGE 
‘tier 


Pea, 


a sm ca 


5s he eee mee a 


sicediog, 8 


uA, 


iS 


< oy Yep 


sotnebers | 


Py d eh st 
; * 


nigatoalt eiabgo. s ott 


~ 


noVTens 1 Lear 


-  e eoee eeite 


~ 
~ 
nm 
~ Ys 
ca 


SOUT? 
tedmer: 
rep eke 


it i 
aril 


F Lo ‘alee beepodie 
chi 7 hod h the 


sete oO 
ai. BG: a 


ites 


i rest 
an 


2 a CAB 
DMIWO=- “uh odin edt 


. . 


cae 


alll mr) 


in 


Tt AOT Byer 


RO Bie 


meal 


ie 


SHS oH 


‘aru cited e 


re eS me 
rein pid steely 


sd ri fits Me 


SM! 


iS | £ 


a 


ANGUS, STONEHOUSE & Co, LTD. 8076 
TORONTO, ONTARIO 


Portland Pipe Line Corporation. Appearing 
with me are J. Gordon Maclean, Vice President and 
Secretary of Montreal Pipe Line Company Limited 
and Karl D. Emerson, Executive Assistant to the 
President, Treasurer and Assistant Secretary of 
Portland Pipe Line Corporation. These two com- 
panies own and operate the Portland-Montreal Pipe 
Line System, 

A written submission concerning the main 
points of interest in connection with the historical 
background, development and operation of the Portland- 
Montreal Pipe Line System was furnished to this 
Commission at the beginning of July. We do not 
propose to read this submission in detail unless 
the Commission would like to have us do so, but we 
believe a short summary of the same will be help- 
ful. We would be glad to have the submission 
as presented included in the record, 

The Portland-Montreal Pipe Line System 
was originally constructed in 1941 by Standard 
Oil Company (New Jersey) to supply the Montreal 
refineries. These were previously supplied by 
tanker with imported crude moving up the St. 
Lawrence River during the seven months per year 
of open navigation. The Pipe Line System 
eliminates a 2,000 mile round trip by tanker on 
crudes coming from South America and provides day- 


to-day supply of crude throughout the year, 
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including the winter season. 

Effective January 1, 1946, the System 
was purchased as a supply facility by The British 
American O11 Company Limited, Imperial Oil Limited, 
MeColl-Frontenaec O11 Company Limited and Shell Ont 
Company of Canada Limited, who were then each 
operating refineries in the Montreal area. In 
1955 Canadian Petrofina Linited Cull 4 new, fen 
finery in the Montreal area and purchased a 10 per 
cent interest in this System. 

The Portland-Montreal Pipe Line System 
is a crude oil transportation system consisting 
of a tanker unloading terminal at South Portland, 
Maine, with one 12-inch and one Ve=inew line; 

236 miles in length, between South Portland, 
Maine and Montreal East, Quebec, and eight pump 
stations, six in the United States and two in 
Canada, together with a delivery terminal at 
Montreal East connecting with the five refineries 
located in that area. 

The Canadian section of the System is 
owned by the Montreal Pipe Line Company Limited, 

a Canadian corporation, and the United States 
section by Portland Pipe Line Corporation, 4 
Maine corporation. Montreal Pipe Line Company 
Limited is owned by the five Canadian oil com- 
panies previously mentioned (Imperial 36 per 


cent, Petrofina 10 per cent, and the other three, 
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18 per cent each}. Portland Pipe Line Corporation 
is entirely owned by Montreal Pipe Line Company 
Limited, 

This Pipe Line System is entirely de- 
pendent on crude oil receipts by tanker at South 
Portland, Maine, mainly from Venezuela and the 
Middle East. 

System capacity has been increased 
from 60,000 barrels per day in 1946 to 253,000 
barrels per day at the present time. During this 
period expansion projects have been carried out 
annually in order to supply the year-to-year 
increase in crude requirements of the five Montreal 
Fast refineries. During 1957 a total of around 
814 million barrels, or slightly over 225 thousand 
barrels per day, were delivered through the System 
to these refineries. 

Gross plant investment in the System as 
of December 31, 1957, totalled $37,352,000. System 
expansion has been financed by retained earnings 
and long-term loans from banks and insurance com- 
panies guaranteed by throughput agreements by the 
five Canadian oil companies. The outstanding 
balance of long-term loans of the two Pipe Line 
Companies as of June 30, 19582totatled $7; fel, cor. 
In addition, Portland Pipe Line Corporation has 
an outstanding short-term loan of $700,000, making 


a total present loan balance of BO, uet OCT. No 
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dividends have been paid to the Canadian oil com- 


panies except two dividends aggregating $414,100 


which were paid in 1946 and 1947 by Montreal Pipe 
Line Company Limited. Operating revenue for 
1957 totalled $10,193,902, with net income 
$2,384,577. 

Crude oil tendered at the South 
Portland, Maine,terminal is accepted for movement 
through the Pipe Line System under Portiand Pipe 
Line Corporation's tariff 1.C.C. No. 2 which has 
been in effect since June 1, 1946. Portland's 
tariff for transportation for movement from South 
Portland, Maine, to the International Border is 6 
cents per barrel plus an additional charge of 2 
cents per barrel as a cserminal handling charge 
at South Portland, or a total of 8 cents for 
handling and transportation through the United 
States section. The charge of Montreal Pipe 
Line Company Limited for transportation from 
the International Boundary to Montreal East, 
Quebec, is 3 cents per barrel Canadian currency, 
plus an additional charge of 1/2 cent per barrel 
for heavy crude (under 30° API gravity). 

The written submission presented to 
this Commission covers details in connection with 
the financial structure and history, increase in 
capacity steps, summary of the present system and 


operation, together with other related items. acts 
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does not seem necessary to review these details 
orally but we will try to answer any questions 
you. may have, 

THE CHAIRMAN: Thank you, Mr Schultz. 
MEA Patclliic? 

MR Se PATTELLO. Thank you, Mr.Chairman,. 

Mr. Schultz, how much is it costing 
at the present time per 100 barrel-miles, the 
two companies, to transport oil from Portland 
to Montreal? 

MR SCHULTZ: I will give you the 
1957 cost, operating expense, excluding income 
tax. These are cents per barrel per one hundred 
Midessta 7S centsscotherncharges, Ais. That is 
ayLotad of 2.88: 

MR. iPATREELO: What is the length 
of the --- 

MR. SCHULTZ: Two hundred and thirty- 
six miles. 

MR, PATTILLO: What is the tariff 
again, total, tarifr? 

MR. SCHULTZ: The total tariff, idn- 
eluding handling charges, is tieeenrvs, 

MR. PATTILLO: And that handling 
cost at South Portland, is that included? 

MR. SCHULTZ: That is included, the 


® cents included invthe wie cents. 


MR. PATTILLO: But in the 2.6814 
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isn't included? 

MR, SCHULTZ: No, The’ 2 cents is) a 
charge, a revenue charge, 

MR. PATTILLO: Oh, I understand that, but 
what I am trying to get at is what is the cost to 
the company. What is that handling cost? Does 
the 2.88 include everything? 

MR. SCHULTZ: Includes everything; that 
1s Age. 

MR. PATTILLO: In the last complete year, 
1957, what was the reported return on the 
capital employed? 

MR. SCHULTZ: We made a calculation here 
the other night; gross investment, January lst, 

1957 -- we don't have with us the average gross 
investment for the year, but that gross investment, 
January 1st, 1957, was $35,335,000. The return 
for the year was 6.75 per cent. 

THE CHAIRMAN: You gave the 1956 figures, 
didn't you? 

MR, SCHULTZ: No, sir; these are 1957. 

MR, PATTILLO: As at the first of the 
year it would be? 

MR, SCHULTZ: As at the first of the year. 

THE CHAIRMAN: T beg your pardon. 

MR, PATTILLO: And that would be after 


you deducted the interest on your funded debt? 
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The interest on your funded debs would 
be for 1956, Your funded debt interest was 
$297,000 some odd dollars, so that you would have 
an additional return of .84 per cent? If you were 
required to pay your interest on your funded debt 
out of your rate of return, which is the generally 
accepted practice, as I understand it, in regulated 
tariff concerns, you would have a rate of return 
of 7= per cent before interest? 

MR. SCHULTZ: L dO NOt stninla se 
would be quite that high. if we had interest on 
long term debts in 1957 of $276,155. 

MR. “PATTLULOs bam, SORzny: You, are 
quite seient ; I was looking at the 1956 interest. 
It would be .74 per cent. 

MR. SCHULTZ: I do not think we can 
make that calculation right here. We will be glad 
COWS Vet chor you mlaver. 

MR. PATTILLO: I wish you would do 
That. Now, have you made a calculation as to 
the rate of return on the original capital invest- 
ment of the shareholders. 

MR. SCHULTZ: Noy ein. 

MR. PATTILLO: As =-understand.i¢ 
from reading your statement, these shareholder 
companies whom jyvou name have in the aggregate 
paid in something more than $3,000,000.00? 


MR, SCHULTZ: Lo is.in, the: supmission 
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MR, PATTILLO: Could we get the 
exact figure? 

Mk... soCHULIZ: Actually on page 17 
of the submission under “capitalization - - 
original (1946)" it shows: Capital stock, Portland 
Pipe Line Corporation, papas Ost O08 and Montreal 
Pipe Line Company Limited, $2,070,500.00; making 
atOvallof $3,/220;:600). 60. That was the original 
out of the four companies in 1946, 

MR. PATTIOLO: Had the shareholders, 
the originals or the one that has joined Since, 
Petrofina, subscribed for and paid for any additional 
shares of capital stock except the original total 
of $3.2 million? 

MR. SCHULTZ: No addition. 

MR PATTILLO@® SAndPom thet$5, eemilidon 
they have received two dividends aggregating some- 
thing over $400,000.00? 

MR. SCHULTZ: $410,000.00. 

MRS PATTILEOs And in the year 1957 
what was the net profit of the corporation after 
Income Tax? 

MR. SCHULTZ: This shows that for 
the year 1957 it ‘was $27504/577.00% May I say 
that in addition to this capital stock, the share 
of the holder companies, of course, guaranteed 
the loans when it came into the business. so it 


would seem as if they have that additional money 
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in there with that guarantee, wouldn't you think 
that. 

MR. FALTILUO: Lltsts jnoteny ejobate 
think. It is my job to ask some questions. But 
could I suggest this to you, that so long as you 
owned the pipe line, so long as you. had the 
refineries in Montreal, and you had the only 
refineries in Montreal, and you had the source 


of crude, there was not very much risk about the 


guarantee? 

MR, SCHULTZ: Well, except that 
at the present time - - I think you mentioned 
yesterday - - the Government might build a pipe 


line down here and bring western Canadian crude 
down. If that happens, I would imagine there 
would be some risk, unless you buy this system 
at the same time. 

MR PATRIEEO? We will come to that 
in a minute. Of course;..I have! nos power; abut; 
unless somebody makes a decision to discontinue 
this pipe line, would you agree with me that there 
wasn't any risk that you could see in the project? 

MR. SCHULTZ: I would say this. Any 
time you have a trunk pipe line there is a risk 
that somebody is going to find oil right along- 
side a consuming and delivering area and put the 
pipe line out of business. That las happened, 


as you know, in other places. 
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MR. PATTILLO: That is the risk 
that you see? 

MR. SCHULTZ: Just to answer your 
question, I do not think you build a pipe line and 
figure that you have no risk, because I think there 
is risk involved. 

MR. PATTILLO: Now let me ask you this. 
Would it be possible to reverse the flow of this 
pipe line without any additional capital costs? 

MR. SCHULTZ: It is always possitle 
to reverse the flow if you discontinue the present 
movement. You would have to build an additional 
Station at the Montreal end. We have made a 
rough calculation which we think gives an indica- 
tion of what would be involved. An initial station 
at the Montreal end to pump through both lines - - 
12-inch and 18-inch line - - we estimate, and in 
addition you would have to make some changes along 
the system at the different stations in order to 
permit reversing the flow. 

MR.» PATTIE: I suppose you would be 
able to use the pumping station that you had at 
Portland? You may be able to salvage something 
out of that? 

MR. SCHULTZ: These figures include 
moving equipment, for example, for St. Cesaire 
station. We estimate that $1,095,000.00 new 


investment would be involved in that reversal of 
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flow on that one, plus other stations along the 
ney That would give you, with one station 
operation only, around 50,000 barrels a day. 

if you, in addition to setting up that one station, 
also used a second station at Highwater at the 
international border, you would increase the flow 
to around 100,000 barrels a day. 

MR. “PATE IEG: What would the capital 
cost be? 

MR, SCHULTZ: That would add another 
$190,000.00, which would make a total of $1,285,000.00 
for a two-station operation. 

MR, PATTILLO: And what would it cost 
the company to transport, with the reverse flow, 
100,000 barrels a day? 

MR, SCHULTZ: We have an estimate 
here. As I have mentioned, I think, any estimate 
of this kind would depend on the conditions at 
the time you undertake to make the change, but 
we feel that these figures wowld give you an 
indication. For 50,000 barrels a day, and this 
igs on the basis of cutting back your operation to 
minimum labour and reducing everything to a 
minimum, wth no profit, but assuming you would 
get depreciation on present investment - - 14.8 
cents per barrel on 50,000 barrels a day, and 
8.3 cents per barrel on 100,000 barrels per day. 
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Nov proLlats. 

MR. PATTILLO: L-understand, You 
just get your depreciation. 

My “oChULTs: This would be the type 
of operation you were talking about from Western 
Canada to Montreal? 

MR, PATTILLO: Yes. 

MR. SCHULTZ: Now, I assume, if I 
may say this, that when you talk about reversal 
of flow you are thinking of Western Canadian 
crude coming in here and going to Portland and 
bOYwoay, Last Halifax, We looked at a tanker 
rate, and we have a figure here for Portland to 
Halifax. You have a range. If you had the 
USMC flat rate to Halifax it would be 14.6 cents 
a barrel. The USMC minus 4O per cent rate would 
be 8.7 cents a barrel, or about 9 cents, from 
Portland to Halifax. So on’ 50,000 barrels 2 
day movement you would have 9 plus 14.8 cents, 
which is 23.8 cents per barrel. On 100,000, 
you would have 17.3 cents per barrel. Thecds 
without any profit. 

MR. PATE LEO: Did you take into 
consideration tanker rates from Portland to 
Saint John? 

MR, SCHULTZ: Nose oLis 


MR. PATTILLO: I assume they would be 


very similar? 
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MR. SCHULTZ: I think I have 
that here on a comparable basis. We did not 
include 1t inethet figure, Portland to Halifax 
would be 14.6 cents a barrel at the USMC flat rate. 
The movement to Saint John New Brunswick, would 
be 12.6 cents per barrel. On the USMC minus 40 
per cent rate, where the Halifax rate would be 
8.7 cents a barrel, we do not have the Saint John 
equivalent. It would be a little lesss. Apparently 
the vdistance is’ .a Witcie less, 
MR PLPATTI LEO Ss It would be around 7 
cents? 
MR. SCHULTZ: Probably. 
Ua Scie of 2) yd Be Those are all the questions 
that I wish to ask. I think we covered as to 
who the shareholders were, Perhaps we did not 
get who the directors of this company were. 
MR. SCHULTZ: We have twelve directors. 
Do you want the names? 
MR, PATTILLO: The names and residence. 
MR. SCHULTZ: Do you want the citizen- 
ship? 
MR. PATTILLO: If you have it? 
MR, SCHULTZ: 
T, V. Anderson, Montreal (Canadian) 
J. A. Cogan, Toronto (American) 
F. G. Cottle, Toronto (Canadian) 


A. G. Farquharson, Montreal (Canadian) 
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J. W. Hamilton, Toronto (Canadian) 

a, S. Hanna, Montreal (Canadian) 

F, C. Lantz, Toronto (Canadian) 

E. D. Loughney, Toronto (American) 

H. T. O'Neill, Toronto (Canadian) 

Rwy f. Ritchie, Toronto 9(Canadian) 

D. 8. Vale, Toronto (ngiisn) 

BP. C, Schultz, Portland, Maine (American). 

MR. PATTIRIOs With the exception 

of yourself, Mr. Schultz, all of those persons 
are employees of the shareholder companies? 


MR. wo SCHULTZ ¢ That is correct, 
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THE CHAIRMAN: Mr. Frawley? 
MR, FRAWLEY: Thank you, Mr. Chatrman. 
And just for the record, Mr. Anderson 
is McColl, Mr. Cogan is Imperial O11, Mr. Cottle 
is Imperial O11, Mr, Farquharson is MeColl-Frontenac, 
Mr. Hamilton is Imperial Oil, Mr, Hanna is Petro- 
Pina, Mr, Lantz is Imperial Oil, Mr, Loughney is 
B-A, Mr. O'Neill is B-A, Mr. Ritchie is Shell, 
Mr. Vale is Shell, and you, Mr. Schultz, are 
the president and chief executive officer of 
the company, 
MR, SCHULTZ: That is correct. 
MR. FRAWLEY: Imticed from my search 
of the file in the company's division at Ottawa 
that you issued supplementary letters patent on 
the Srd of October, 1956, increasing your capital 
by creating 20,000 additional shares at a par 
value of $100 each. Why did you issue that 
stock in October, 1956? 
MR. SCHULTZ: That is correct. out. 
am not sure that that answers Mr, Pattillo's mene 
tion directly about additional stock. This stock 
was issued in exchange for Portland Pipe Line 
Corporation stock, In other words, Montreal, 
through that exchange, became the holding company. 
MR. FRAWLEY: That didn't take place 


until @ctober, 1956? 


MR. SCHULTZ: That is correct, 
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MR. FRAWLEY: Now, British Petroleum -- 
we asked Mr. Dam some questions about that, and 
my question is a very Simple one: will B.P. be 
allowed to use your line when they are set up and 
their refinery is completed without becoming a 
shareholder? 

MR. SCHULTZ: You mean our system? 

MR, FRAWLEY: een 

MR, SCHULTZ: Well, they have indicated 
to us last year that they have made a decision to 
build a new refinery in the area and are interes- 
ted in obtaining space in our System, are interested 
in participation, and we understand discussion is 
going on between the five shareholder companies in 
B.P,. with regardto purchase and sale of participa- 
CLOn; 

MR, FRAWLEY: I am not concerned with 
whether they do, and the Lord forbid that I would 
help them to bring any more Middle East crude ube gee 
Montreal. But suppose that they seek to use your 
pipe line, would you permit them to use it? 

MR. SCHULTZ: Mr, Frawley, they have 
raised the question about participation. I think 
you understand that the Portland Pipe Line Corpora- 
tion is a common carrier, 

MR, FRAWLEY: That is the only answer I 
expected. 


MR, SCHULTZ: It just so happens that 
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the Montreal Pipe Line Company Limited is not a 
common carrier in Canada, but I think if anybody 
wanted to participate and wanted space, the Board 
of Transport Commissioners under the Aet could 
have it declared a common Carrier, 

MR. FRAWLEY: You say you are a common 
carrier operating under the megulation of the 
Interstate Commerce Commission? 

MR. SCHULTZ: ese 

MR. FRAWLEY: And I suggest that you 
would have to carry B.P. oil at least up to 
Vermont? 

MR, SCHULTZ: That is correct. 

MR. FRAWLEY: I see in your brief that 


this line was built by the Jersey company as a 


war measure, you say? 
MR. SCHULTZ: ves 
MR. FRAWLEY: I find that Professor 


A. W. Currie, Professor of Transportation at the 
University of Toronto, wrote this in an article 
called "The Transportation Problem" which was 
published in The Annals of The American Academy 
of Political and Social Science, September, 1947, 
page 85 of this booklet: 
"Enemy submarines sank a number of 
tank steamers in the Gulf of St. Lawrence 
and off the Nova Scotia coast. To relieve 


the situation, the Government constructed a 
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pipe line from Portland, Maine, to Montreal.” 

THE SCHULTZ: You say one government? 
Let me say this, that it is an incorrect statement. 

MR. FRAWLEY: T will read it again. 

"To relieve the situation, the 
Government constructed a pipe line from 
Portland, Maine, to Montreal." 

Have you been the president since the inception 
of this company? 

MR, SCHULTZ: This company was organized 
in 1946, and the four Canadian companies purchased 
the system from Jersey. The previous company 
was the Portland Pipe Line Company, and I was 
president of that company, I think, from about 
1942, the end of 1942 and 1943, and then became 
president of the new company. I have been 
associated with this operation since oil started 
moving through the system in November, 1941. 

MR, FRAWLEY: You. say that this state- 
ment of Dr. Currie is not correct? 

MR. SCHULTZ: The original construction 
was entirely financed by the New Jersey Company. 

MR. FRAWLEY: What is the meaning of 
the expression "as a war measure"? 

MR, SCHULTZ: I think you know that in 
1941 there was considerable concern at that time 
as regards the United States entering the war, and 


in connection with that certain war measures, us 
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would say, presumably were undertaken, and under 
an Act passed by the United States Congress the 
President of the United States was authorized to 
issue a proclamation to give any war project the 
right of expropriation to Carry it out, and our 
project was declared a measure under that Act. 

I think that is where that expression comes from. 
I believe in Canada we had a council here which 
gave us expropriation rights in Canada, too. 

MR, FRAWLEY: Did the project carry 
with it any accelerated depreciation? 

MR, SCHULTZ: Yes. I don't know that 
we have just the exact -- we had some accelerated 
depreciation provision in both the United States 
and in Canada. 

MR, FRAWLEY: But, notwithstanding 
that, the situation as to depreciation is, I am 
sure, as you have indicated in this brief? 

MR. SCHULTZ: Thats correcuy 

MR. FRAWLEY: Now, would you turn to 
Pose -— 

MR. SCHULTZ: Perhaps Mr. Emerson 
might have something further on that. 

MR. EMERSON: The figures in the sub- 
mission, in the balance sheets, exhibits, we 
have corrected, and I think you can appreciate 
that for tax purposes we have taken a little de- 


preciation that is not recorded here. In 


a ef oats P seston 


ahae eh. Ja ope ee gad atest 2 


i eh Wi Sitaaitt, AW bs x ; 


‘ 
aes ca el ar ae PO er ee mee ge eee er EAA y 9 a 
} d iy : me , } P o 
' : : J a mp 
o GENE  GaPaeT) ) 22 oko Beers ei ays ey 
° voge : 
a fe 23 ays Fay : | fo. = is rile 
o a Ww —— Ue ae aad wi io 
taattainorded Seopsekgone wee Sk tote i 
; , 4) Sar ® 
t Vi 7 
enc ‘ ans. oye crs, 
Py , 
« 
dBA esti) ae : 
+3. C008 GOS ORM Sites eae eats JB; Peteot | ry ny 


at Conti) ts, Cibo ae. pate eee a soa ce 


e oe 5 
ott is (wut 


os 
Py Yee Tee Rae n - he oF re Obed aa love 
a Soy Mia ; : fi 5:1, SD eee, Se gid med 4 
a os So] ~~ , eae fF eae PEE > i 
ae Ph Achy FA hn ‘Ss » a ae { 
: u: 
Pa Nee G i ’ fo , » fa’ 
ma 
ij it 
‘ : iy , ny Wer dows Che we i 
* i 5 i IE di hae VP a ey nar 
. i : uy 


} 
“| 
ii a .wr TIT AAs ae 
7b me oS Pel) Etaoin had bat LM ae ah ‘ 


2) SPSS jtehterees BT) 9 


~~ 


tie 


footers Ted ed®y ai:', ohtwata | 
th ? 


a 


Wade Gy gaee mien anceteen cd ye. 
| an 


yas ye ie at Hi sabe 


y Amer 


ve Car | 


: 


8095 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Portland, for example, we have taken some depre- 
ciation under the tax laws which, under ICC account- 
ing,we are not permitted to record, and I think 

to answer your question perhaps in a concise way, 
our net investment on a tax basis is $1,600,000 less 
than it is on our book basis, which is recorded in 
the balance sheets. 

MR, FRAWLEY: Now, what is the situation 
with regard to the Canadian portion of your line? 
Are you saying deferred taxation is an expense? 

MR. EMERSON: The figure I gave you was 
for both sections, and that is $1,600,000 less on 
a tax basis than it is on a recorded book basis. 

MR. FRAWLEY: You are not prepared to 
say deferred income tax is an operating expense 
under ICC regulations, and all I am asking 1s, what 
are you doing with the land over which the ICC have 
no jurisdiction? 

MR. EMERSON: That has gone through a 
period, I think, of several changes, and it would 
be very difficult to sum up. I think Mr, Maclean 
might come in a little bit on that. 

MR, MACLEAN: Since 1954 we have accumu- 
lated as an expense deferred taxes, 

MR, FRAWLEY: So since 1954 when capital 
cost was added to the income tax regulations you 
have availed yourself of deferred tax and you have 


shown it against income? 
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MR. EMERSON: Veor 

MR, FRAWLEY: And if you reversed that 
figure and made an adjustment eliminating that, 
could you take me to the figure in the records 
where it is shown? 

MR, EMERSON: Approximately one million 
dollars in depreciation, 

MR. FRAWLEY: Because of your taking 
that tax position? 

MR. MACLEAN: Thetis right, 

MR. EMERSON: I might add something 
there, Mr. Mrawley. I think the $1,600,000 figure 
-- Montreal has taken, if you will, or deducted 
$950,793 over tax depreciation than they have on a 
book basis. Portland is around $649,400, 

MR, FRAWLEY: Now, would you look 
at page 5 and look at the figure of investment in 
fixed assets at December 31st, 1957, $37,352, 375? 
How much of that represents an investment in the 
United States and how much an investment in Canada? 

MR. EMERSON: In the United States, 
$25,946,721; in the Montreal section, $11,405,654. 
I think that should total up. 

MR. FRAWLEY: in. wiew. of that.athis- is 
what is troubling me a little bit. You. say that 
your investment in fixed assets in the United 
States is $25,946,721. Now, I have had sent to 


me by the Interstate Commerce Commission a 
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document that they call a Consent Decree, Valua- 
tion, dated February 28th, 1958, in which they 
have arrived at fixed assets as of December 31st, 
1956, the property owned and used by the carrier, 
of $23,901,600. I wonder if you would explain 
the difference? 

MR, EMERSON: I think the document you 
are referring to is a valuation found by the 
Interstate Commerce Commission which would be 
used for rate-making purposes. 

MR, FRAWLEY: That tee rient, thar 2g 
what it says. 

MR. EMERSON: The figures they generally 
arrive at are essentially reproduction costs less 
new or depreciation or some allowance for deprecia- 
tion, plus an allowance for working capital and 
something for a going concern, 

MR. FRAWLEY: That is precisely what I 
would like to discuss with you for a moment. You. 
haven't shown it, but I wonder if you built up a 
figure of the value of this investment using the 
formula which was used in arriving at the extent 
of your investment in the United States found 
in this document dated 28th February, 1958, be- 
cause I find that they arrive at it, and it is 
quite simple, 4n this fashim, by taking the original 
cost, excepting land and rights-of-way, and then 


adding something for working capital. Now, you. 
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haven't done that, I suppose? 

MR, EMERSON: I am sure the Commission 
will not appreciate your term that it is a simple* 
procedure, because I can assure you it is not. 
Perhaps I don't understand your question or the 
point you are making. 

MR, FRAWLEY: The purpose is simply to 
find out how low we can get down this investment 
which may be voided if Alberta crude comes into 
Montreal in a pipe line. I don't expect you to 
give me an answer here, 

MR, SCHULTZ: I would like to answer 
your question today in this way. You, raise: a 
very interesting question. If you take the ICC 
valuation, I would say it is higher than our net 
peck figures: We have a calculation here which 
I think might be well to put on the record in 
connection with your question. It refers to the 
statement Mr, Emerson made that the ICC issued 
a valuation at the end of each year for each 
pipe line system under its jurisdiction for rate- 
making purposes. In arriving at this valuation, 
the Commission calculates reproduction costs new 
less depreciation of facilities used in common 
carrier service and makes an allowance for 
working capital and going concern value. At 
the end of 1956 the ICC valuation of the Portland 


Pipe Line Corporation was $23,901,600. Now, 
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projecting this valuation forward to the end of 

1957 and adding the estimated equivalent valuation 
for Montreal Pipe Line Company Limited, we estimate 
the equivalent of the ICC valuation for the Portland- 
Montreal System at the end of 1957 was around 


$35 million. 
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MR. FRAWLEY: You say this figure of 
$23,901,600 would become about $35 million under 
the ICC formula? 

MR. SCHULTZ: No, the $23 million was 
the Portland Pipeline Corporation in the United 
States. That is the ICC valuation for that section 
that was under their jurisdiction, but projecting 
that to the end of 1957 anc shen estimating an 
equivalent valuation for Montreal Pipeline Company 
Limited on the same basis we arrive at a total for 
the system of $35 million. 

MR. FRAWLEY: That is interesting, you 
are not able to tell me what the $23,901,600 would 
become under your projection, just the United States 
section? 

MR. SCHULTZ: I do not have it here -- 
wait a minute, we have it right here. Youasked 
what the 1956 figure of $23,901,600 would become 
ac the end of! £0572 That is $24,297,000 an@ then 
we estimate Montreal on an equivalent basis at the 
end of 1957 would be $10,714,000 which makes 
approximately the $35 million valuation as per the 
fcc formula, 

MR. FRAWLEY: Thank you very much, 

THE CHAIRMAN: I hope you were not 
suggesting if there was a pipeline to Montreal 
the Province of Alberta would buy this pipeline? 


MR, FRAWLEY: Well, we have a lot of 
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pipelines, we might buy it for scrap and move it 
out there, 

THE CHAIRMAN: Vie cae ohne lif tingheonc? 

MR, FRAWLEY: Just apropos of that, I have 
Seen some calculations of what it would cost to move 
crude to Montreal and some people have an idea of 
{ cents and as I read your submission it is there 
too. The shipper of oil to Montreal should pay to 
liquidate the investment of your company? 

MR. SCHULTZ: Well, I do not think we 
Said that here, we did not say who was going to pay 
Bie, All we indicated was =< 

THE CHAIRMAN: Do not accuse Mr. Schultz 
Of the sins of his fathers, 

MR. FRAWLEY: 5 per cent woulda represent 
a charge of approximately 7 cents per barrel of crude 
during the three-year period assuming the average of 
250,000 barrels a day. 

MR. SCHULTZ: We thought that was a very 
interesting figure. 

MR. FRAWLEY: It is the same figure I 
Pind in a tabulation so starting from the wellhead 
and entering Montreal, to bring crude down your 
group feels that we should pay 7 cents to liquidate 
your investment if our crude comes into Montreal, 
that is what this means, is it not? 

MR. SCHULTZ: We start this off by saying, 
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Maybe five Canadian companies would suffer a loss. 
Now, someplace it would seem like through no fault 
of ours we have been running the service to Eastern 
Canada in supplying crude to these refineries for 
the product requirements of Eastern Canada in a way -- 
well, I do not know of any other way it could have 
been supplied on a year-round basis and certainly 
in the volumes, you could not get enough ships up 
the river to deliver this amount even in the open 
water season, if through no fauly of ours we 

are put out of business, particularly from some 
government action, it would seem somebody ought to 
pay somebody for what goes out the window. 

MR. FRAWLEY: Well, you are almost putting 
it on @ basis of government expropriation and when 
they expropriate they should pay something. 

MR. SCHULTZ: ‘1 would nov say 26 would 
be expropriation but it would be something along 
that line in a way, do you not think? 

MR. FRAWLEY: Is it not just what you . 
have to expect in this oil business and pipeline 
business? 

MR SCHULZ: Tl think inthe of) business 
you take all kinds of risks but assume you are talking 
on a competitive basis, we have been the only supplier 
of crude into this area, nobody else has had the 
facility, if we are put out of business on a competitive 


basis that is one thing but on anon-competitive basis 
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biiawe ins anovher, 

ME. FRAWLEY: Thagelssa distinction you 
AraWe a Was SoOlUne tO Gall to your atvention, 2 
do not think anyone did go, to the, help of Inter- 
provinelal when they Pound they hada lou of 
storage at Superior, Wisconsin which they did not 
neces 

MR. SCHULTZ: I do not. think Inter- 
provincial -- I would not feel too sorry for them 
on that basis because eventually they will get their 
money back, 

MR i BRAWLEY: I supposereney can. 

THE CHAIRMAN: Do these deficiency 
agreements of your major shareholders cover the 
principle on the outstanding funded debt as well 
as the interest? 

ME SSCHURGZ: Yes. Sir.) They state in 
substance that the signing company guaranteeing 
the lines agree to tender a certain amount of 
crude through the system to put the pipeline 
companies in sufficient funds to amortize and pay 
the interest currently and if the pipelines do not 
have sufficient funds the guarantee companies - - 

THE CHAIRMAN: What I am getting at is, 
the dollar liability of the euaranuor Inserrect: == 
perhaps I had better not call him that yet -- is 
the dollar liability of the major shareholders 


signed deficiency agreement measured by the outstandin 
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principal amount of the bonds plus interest? 

MR. SCHULTZ: That is right, the remain- 
ing interest due. 

THE CHAIRMAN: It does not Stop at tender- 
LOY (Gis? 

MR, SCHULTZ: Well, actually these agree- 
ments state in substance as I have stated that if 
pipeline companies do not have sufficient funds to 
pay amortization and interest, the companies will 
provide those funds. 

THE CHAIRMAN: Are all those agreements 
exactly the same? 

MR. SCHULTZ: Yess 

THE CHAIRMAN; Are they entered into 
with both companies? 

MR. SCHULTZ; Yes, 

THE CHAIRMAN: I wonder if you would 
file with us a copy of one of those agreements 
made by one of the deficiency Signatories, the 
Same one for the Portland line and for the Montreal 
line? 

MR, SCHULTZ: Yes. Sire 

THE CHAIRMAN: Thank you. Mr. Schultz, 
I think all of us realize the situation under 
which this line was built back in 1941 and built 
at great speed for pipeline construction in those 
days. It was considered a very efficient line 


and was one of our life veins for oil in Eastern 
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Canada so there is no thought on the part of the 
Commission that we do not understand why that 
Jane was buLLt. Thank you very much indeed for 
coming today and being so co-operative, 

MR. SCHULTZ: Thank you, 

THE CHAIRMAN: I believe tomorrow morning 
we have a submission from the United EilectrileaL, 
Radio and Machine Workers? 

MR. PATTIOLO: NaC VS. eee 

THE CHAIRMAN: I believe they understand 
we will be glad to sit at nine-thirty? 

MR. PATTILLO: Thad Ls meres 

MR, FRAWLEY: Is that the only submission 
that will be made tomorrow? 

MR. PATPILIOs That is all. 

THE CHAIRMAN: We will adjourn now 
until nine-thirty tomorrow morning in this Council 
Chamber, 


-~--Whereupon these proceedings adjourned at 4.15 p.m., 
to resume 20 9.50 a.m... Bvlday duly eo mos. 


. 
} 
I P 
fo 
i 
25, n . 
oo x aa 
‘ i ‘ 
. Ts 
’ - 
Had 
- ’ - cas 
a.’ ra , 
2 
“4 
= pur 
oe Set - é 
A ae 
Py at oot we i 
iS Rahs GAT Oy Ses % 
p 
eon 
AN 
- ley 
ne z 
F 
: 
; re 
’ C4 re 
a y 
2 ia LRP es < 


“ desiree ar, et. ats, os ane 


uty hte tc 9 eS tao 


ee Pt ft Brae 


; Ui am 
a Pee 9A? dette Bone 


v 


os¥cantt 


“ore 


- cs 7 
Re as uk 
f 
= ated 
x Py eee 
aa s,. 6 pl ose b] ‘ 
CAR Ae ED he LN Ge ake ee ae, 
% - | gee e 
se * BEE She hese : 
a rie Axes) are 
‘Me Sigh Mae. Wome 
i? a 1: a Pho 
2 ¥ Ole Xs 


v x rhe 
- 
a Bree 
°. * eee ee * 4. 
q Petes r 2 
re aia ct es ae 
‘ gaa’ ve Re 
a p 1g /seypen - 1 
*. 4 a 2 
7, oe AS 
eo LD ere 3 ie 
° aoe 
Pe =, sive | oe y 
es BONS <del ie ¥ 
i 
as 
' 
we 
. 
— safe = ’ \ 
7 : s ~ 
Raikes a" ae a, a8 
re og Peis One a eck 7 


einen 


‘ryt a cic 
ecient 


reainee 


ni ieee 53 


ae bi ott et Bieter Saami ay 


SN means 
eee otc oeepemet Pant ote 
= +otere-" 


